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GENERAL  REGULATIONS  UNDER  THE 
COMMODITY  EXCHANGE  ACT 

Regulation  of  Commodity  Option 
Transactions 

AGENCY:  Commodity  Futures  Trading 
Commission. 

ACTION;  Proposed  Rule  Change. 

SUMMARY :  The  Commodity  Futures 
Trading  Commission  (“Commission”) 
has  revised  its  proposals  to  amend  its  in¬ 
terim  regulations  under  the  Commodity 
Exchange  Act  (“Act”)  relating  to  com¬ 
modity  options,  which  were  adopted  by 
the  Commission  on  November  22,  1976.* 
Adoption  of  the  interim  regulations  was 
the  first  stage  of  a  two-stage  procedure 
for  the  regulation  of  Commodity  option 
transactions  in  the  United  States.  The 
proposed  amendments  would  implement 
the  second  stage ;  A  limited,  rigidly  con¬ 
trolled,  three-year  pilot  program.  As  re¬ 
vised,  the  proposed  pilot  program  is  de¬ 
signed  to  limit  commodity  option  trans¬ 
actions  in  the  United  States  to  options 
offered  and  sold  through  the  facilities  of 
(1)  boards  of  trade  located  in  the  United 
States,  which  are  licensed  by  the  Com¬ 
mission  as  domestic  commodity  option 
exchanges,  and  (2)  the  London  Metal 
Exchange  and  other  boards  of  trade  lo¬ 
cated  outside  the  United  States  and  in 
existence  on  September  1,  1976,  if  the 
commodity  option  transactions  effected 
on  those  other  boards  of  trade  are 
cleared  by  the  International  Commodi¬ 
ties  Clearing  House,  Ltd.,  London 
(,‘TCCH”),  subject  to  certain  require¬ 
ments  imposed  on  persons  through 
whom  the  options  are  offered  and 
sold  and  subject  to  the  voluntary 
compliance  by  the  London  Metal  Ex¬ 
change  and  those  other  boards  of  trade 
with  certain  conditions.  The  interim 
regulations  currently  in  effect  were  de¬ 
signed  to  provide  basic  customer  protec¬ 
tions  in  connection  with  the  offer  and 
sale  of  commodity  options  until  second 
stage  regulations  of  the  type  now  pro¬ 
posed  can  be  implemented. 

DATES:  Comments  must  be  received  on 
or  before:  December  1,  1977.  Proposed 
effective  date:  Not  yet  determined. 
ADDRESS:  Comments  on  the  proposal 
should  be  sent  to:  Commodity  Futures 
Trading  Commission,  2033  K  Street  NW., 
Washington,  D.C.  20581,  Attention:  Sec¬ 
retariat. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Gregory  G.  Walker,  Special  Counsel  to 
the  Vice-Chairman  or  Fred  M.  dantc. 
Assistant  General  Counsel,  Commod- 

‘41  FR  51808.  et  seq.  (November  24.  1976). 
The  Interim  regulations  were  adopted  by  the 
Commission  pursuant  to  Sections  2(a)(1), 
4c(a),  4c(b)  and  8a  of  the  Commodity  Ex¬ 
change  Act.  as  amended,  7  U.S.C.  2,  6c(a), 
6c(b)  and  12a  (Supp.  V.  1975). 


ity  F\itures  Trading  Commission.  2033 

K  Street  NW..  Washington.  D  C.  20581. 

telephone  202-254-8541  and  254-5543. 

respectively. 

SUPPLEMENTARY  INFORMATION: 
On  April  5,  1977,  the  Ccmmission  pub¬ 
lished  a  proposal  to  amend  its  interim 
commodity  option  regulations  and  adopt 
a  pilot  program  for  option  trading  in 
the  United  States  (42  FR  18246  et  seq.). 
The  interim  regulations  now  in  effe:t 
generally  set  forth  the  terms  and  con¬ 
ditions  under  which  transactions  in 
commodity  options  will  be  permitted  by 
imposing  registration,  financial,  segre¬ 
gation,  disclosure,  recordkeeping  and 
antifraud  requirements  upon  persons 
who  wish  to  engage  in  the  business  of 
offering  and  selling  commodity  options 
to  the  public.” 

In  its  April  5  proposal,  the  Commis¬ 
sion  stated  that  it  was  seeking  to  adopt 
a  test  program  designed  to  gain  data 
that  will  permit  the  Commission  to  de¬ 
termine  whether  and,  if  s6,  under  what 
conditions  commodity  option  trading 
will  be  permitted  in  the  United  States 
after  the  pilot  program  has  ended.*  At 
the  same  time,  the  Commission  noted 
that  it  must  provide  option  customers 
with  adequate  safeguards  and  must 
minimize  the  adverse  effect,  if  any,  of 
option  trading  on  the  existing'  futures 
and  cash  markets  in  the  United  States. 
The  Commission  decided  that  the  best 
way  to  effectuate  these  objectives  was 

*  The  interim  regulations  were  proposed  by 
the  Commission  on  October  8,  1976.  (41  FR 
44560  et.  seq.)  Written  comments  from  the 
public  were  invited  to  be  submitted  on  or 
before  November  8.  The  Commission  adopted 
the  regulations,  substantially  In  the  form 
proposed,  on  November  22,  1976.  Prior  pro¬ 
posals  and  actions  of  the  Commission  con¬ 
cerning  commodity  options  are  set  forth 
at  40  FR  18187  (April  25.  1975) :  40  FR  26504 
(June  24.  1975):  40  FR  49360  (October  22. 
1975):  and  41  FR  7774  (February  20.  1976. 

^Section  8a(5)  of  the  Act  broadly  em¬ 
powers  the  Commission  “to  make  and  pro¬ 
mulgate  such  rules  and  regulations  as,  in 
the  judgment  of  the  Commission,  are  rea¬ 
sonably  necessary  to  effectuate  any  of  the 
provisions  or  to  accomplish  any  of  the  pur¬ 
poses  of  (the  Act].  *  •  Section  4c (a)  of 
the  Act  expressly  prohibits  commodity 
option  transactions  Involving  those  com¬ 
modities  specifically  enumerated  in  Section 
2(a)(1)  of  the  Act,  basically  agrarian  com- 
mcdlties.  Section  4c (b)  of  the  Act  vests  the 
Commission  with  pervasive  authority  to  reg¬ 
ulate  option  transactions  involving  all  other 
commodities  regulated  under  the  Act.  It 
provides  in  pertinent  part: 

“No  person  shall  offer  to  enter  into,  enter 
into,  or  confirm  the  execution  of,  any  (com¬ 
modity  option]  transaction  •  •  •  contrary 
to  any  rule,  regulation,  or  order  of  the  Com¬ 
mission  prohibiting  any  such  transaction  or 
allowing  any  such  transaction  under  such 
terms  and  conditions  as  the  Commission 
shall  prescribe.  *  *  ••• 

Consistent  with  this  authority,  the  Com¬ 
mission  may  ultimately  prohibit  all  com¬ 
modity  option  trading  in  the  United  States. 
Alternatively,  it  may  permit  commodity 
option  trading  subject  to  such  requirements 
as  it  may  choose  to  prescribe  and.  perhaps, 
allow  some  forms  of  option  trading  while 
prohibiting  others. 


through  a  limited,  rigidly  controlled, 
three-year  pilot  program. 

In  general,  the  CTommission’s  April  5 
proposal  would  have  limited  trading  in 
commodity  options  to  domestic  and  for¬ 
eign  boards  of  trade  that  were  licensed 
as  domestic  commodity  option  ex¬ 
changes  and  recognized  as  foreign  com¬ 
modity  option  exchanges,  respectively. 
The  Commission  also  proposed  to  limit 
the  types  of  instruments  and  commod¬ 
ities  in  which  it  would  allow  option  trad¬ 
ing  during  the  test  period. 

The  Commission  published  this  pro¬ 
posal  for  a  60-day  comment  period, 
which  expired  on  Jime  6,  1977.  Approxi¬ 
mately  35  letters  were  received  in  re¬ 
sponse  to  this  request  for  written  com¬ 
ments.  The  Commission  also  held  three 
days  of  public  hearings  on  May  25 
through  27,  1977,  in  Washington,  D.C., 
to  afford  interested  persons  an  oppor¬ 
tunity  to  make  their  views  known 
through  oral .  statements  before  the 
Conunission.  42  FR  23614  (May  10, 
1977).  A  total  of  29  persons  commented 
at  those  hearings.  The  Commission  has 
considered  all  comments  it  has  re:eived 
on  that  proposal,  both  oral  and  written, 
and,  based  on  that  review  and  further 
consideration,  has  revised  its  proposed 
amendments  to  its  interim  option  rules 
as  set  forth  below. 

Since  the  Commission  anticipates  that 
if  these  regulations  are  adopted  it  would 
take  approximately  30  days  for  boards 
of  trade  wishing  to  be  licensed  as  do¬ 
mestic  commodity  option  exchanges  to 
submit  their  applications,  and  that  it 
would  require  at  least  90  days  for  the 
Commission  to  review  an  application,  the 
Commission  does  not  expect  that  trading 
in  options  on  domestic  commodity  op¬ 
tion  exchanges  could  commence  until 
four  months  after  the  adoption  of  the 
regulations.  Should  the  Commission 
adopt  these  regulations,  either  in  the 
form  proposed  or  in  a  modified  form,  the 
Commission,  will,  of  course,  announce 
the  effective  date  at  the  time  of  adoption. 
Prior  to  that  date,  the  Commission’s  in¬ 
terim  commodity  option  regulations  will 
remain  in  effect.  Thereafter,  it  would  be 
permissible  to  offer  or  sell  commodity 
options,  or  to  enter  into  option  transac¬ 
tions  only  in  accordance  with  the  regula¬ 
tions  implementing  the  pilot  program. 

Interested  persons  are  invited  to  par¬ 
ticipate  in  this  rulemaking  procedure  by 
submitting  written  comments  to  the 
Commodity  Futures  Trading  Commis¬ 
sion.  2033  K  Street  NW..  Washington, 
D.C.  20581,  Attn:  Secretariat.  All  com¬ 
ments  submitted  on  or  before  Decem¬ 
ber  1.  1977,  will  be  considered  by  the 
Commission  before  taking  action  on  the 
proposed  rules.  All  comments  submitted 
will  be  available  for  public  inspection. 

Major  Differences  Between  the  Pres¬ 
ent  Proposal  and  th.at  of  April  5,  1977 

(1)  Trading  on  domestic  commodity 
option  exchanges.  The  Commission’s 
April  5,  1977,  proposal  would  have  lim¬ 
ited  option  trading  on  domestic  ex¬ 
changes  to  call  options  on  futures  con- 
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tracts.  The  Commission  indicated,  how¬ 
ever,  in  that  proposal  that  it  might  also 
permit  option  trading  in  put  options 
and  in  options  on  physical  commodities 
and  specifically  requested  comments  on 
these  alternatives.  Numerous  commenta¬ 
tors  suggested  that,  in  certain  instances, 
the  economic  justification  for  put  option 
trading,  as  well  as  option  trading  on 
physical  commodities,  was  just  as  strong, 
if  not  stronger,  than  the  justification  for 
call  options  on  futures  contracts.  These 
co.mmentators  pointed  out  that  certain 
commercial  interests  would  be  more  in¬ 
clined  to  use  puts  than  calls,  and  that 
option  trading  on  physical  commodities 
might  be  more  conducive  to  use  by  com¬ 
mercial  participants  than  option  trading 
on  futures  contracts,  since  delivery 
could  be  taken  or  made  at  any  time  dur¬ 
ing  the  life  of  an  option  on  a  physical 
commodity. 

One  of  the  purposes  of  the  pilot  pro¬ 
gram  is  to  determine  whether  option 
contracts  traded  on  llcened  domestic 
commodity  option  exchanges  will  be  used 
by  producers,  processors,  merchants,  or 
consumers  engaged  in  handling  or  utilz- 
ing  the  commodity  (including  the  prod¬ 
ucts,  by-products  or  source  commodity 
thereof)  underlying  the  contract.  In 
order  to  effectuate  this  purpose,  the 
Commission  believes  that  it  would  be 
appropriate  to  permit  several  commod¬ 
ity  option  instruments  to  be  included 
within  the  structure  of  the  pilot  pro¬ 
gram.  In  this  way  the  Commission  would 
obtain  a  broader  data  base  to  evaluate 
which,  if  any,  options  serve  an  economic 
purpose.  Although  the  proposed  trade 
option  exemption  affords  commercial 
participants  the  opportunity  to  engage 
in  option  transactions  between  them¬ 
selves  involving  physical  commodities,  it 
may  be  that  this  type  of  option  trading 
on  domestic  commodity  option  ex¬ 
changes  will  encourage  the  establish¬ 
ment  of  a  substantial,  centralized  mar¬ 
ket  for  options  on  physical  commodities 
which  might  provide  greater  liquidity 
and  narrower  price  differentials  between 
quoted  premiums  and  thereby  result  in 
more  widespread  commercial  use  of  these 
options.  The  Commission  is  therefore 
proposing  to  allow  options  on  physical 
commodities  to  be  traded  on  licensed 
domestic  commodity  option  exchanges 
as  part  of  its  test  program. 

For  similar  reasons,  the  Commission  is 
new  proposing  that  boards  of  trade  ap¬ 
plying  for  licensing  as  domestic  com¬ 
modity  option  exchanges  may  do  so  for 
both  put  and  call  options.  The  pilot  pro¬ 
gram  may  demonstrate  that  put  option 
trading,  in  certain  commodities  on  li¬ 
censed  domestic  commodity  option  ex¬ 
changes,  may  attract  commercial  partic¬ 
ipation.  At  the  outset  of  its  pilot  pro¬ 
gram,  however,  the  Commission  does  not 
intend  to  license  the  same  board  of  trade 
as  a  domestic  commodity  option  ex¬ 
change  in  both  put  and  call  options  in 
the  same  commodity.  This  limitation 
would  simplify  the  Commission’s  review 
of  initial  license  applications.  It  would 
also  result  in  the  establishment  of  less 
complex  and  therefore  more  easily  su¬ 
pervised  markets  initially,  and  allow  the 


Commission  time  to  evaluate  trading  in 
order  to  determine  whether  a  particular 
option  contract  is  causing  any  major 
market  problems.  Based  on  its  experience 
in  reviewing  trading  of  either  a  call  or 
pul  option  on  a  particular  commodity  or 
commodity  futures  contract  over  an  ap¬ 
propriate  period  the  Commission  might 
then  permit  both  puts  and  calls  on  that 
commodity  to  be  traded.  Comments  are 
invited  on  the  criteria  to  be  applied  in 
determining  whether,  and  if  so,  when 
two-sided  option  trading  on  one  com¬ 
modity  on  the  same  exchange  should  be 
implemented. 

The  Commission  previously  proposed 
that  a  board  of  trade  wishing  to  be  li¬ 
censed  as  a  domestic  commodity  option 
exchange  would  have  to  demonstrate 
that  trading  in  a  particular  commodity 
option  contract  could  reasonably  be  ex¬ 
pected  (1)  to  be  used  by  commercial  in¬ 
terests  on  something  more  than  an  occa¬ 
sional  basis  for  other  than  speculative 
purposes  and  (2)  provide  data  useful  to 
the  Commission  in  evaluating  option 
trading  in  other  commodities.  Numerous 
commentators  stated  that  the  economic 
utility  of  commodity  options  could  not 
bo  demonstrated  without  actual  trading 
experience  and  analysis  of  the  data  gen-  , 
erated  by  the  marketplace.  These  com¬ 
mentators  also  suggested  that  significant 
use  of  domestic  commodity  option  mar¬ 
kets  probably  will  not  occur  until  market 
liquidity  has  been  demonstrated.  As  an 
alternative,  it  was  suggested  that  boards 
of  trade  be  required  to  demonstrate  in 
advance  that  commercial  interests  have 
(1)  participated  in  formulating  the  op¬ 
tion  contracts  for  which  the  license  is 
sought,  and  (2)  expressed  an  interest  in 
using  such  contracts  in  connection  with 
their  business.  The  Commission  believes 
that  these  suggestions  have  merit  and 
are  consistent  with  the  purposes  of  the 
pilot  program  referred  to  above.  The 
Commission  is  therefore  proposing  to 
adopt  the  alternative  approach. 

The  Commission  recently  proposed 
regulations  that  would  require  all  con¬ 
tract  markets  to  adopt  minimum  finan¬ 
cial  and  related  reporting  requirements 
with  respect  to  their  member  futures 
commission  merchants.  That  proposal 
also  applied  to  member  futures  commis¬ 
sion  merchants  of  domestic  commodity 
option  exchanges  and  would  permit  the 
responsibility  for  monitoring  and  audit¬ 
ing  any  futures  commission  merchant 
which  is  a  member  of  more  than  one  con¬ 
tract  market  ()r  domestic  commodity  op¬ 
tion  exchange' to  be  delegated  to  a  single 
self -regulatory  organization.  42  FR  39036 
(August  1,  1977)  The  purpose  of  these 
proposals  is  to  increase  regulatory  effi¬ 
ciency,  to  reduce  the  burden  of  multiple 
financial  monitoring,  auditing,  and  re¬ 
porting  imposed  upon  futures  commis¬ 
sion  merchants  which  are  members  of 
more  than  one  contract  market,  and  to 
facilitate  the  development  of  a  registered 
national  futures  association  under  Sec¬ 
tion  17  of  the  Act. 

The  Commission  is  now  proposing  to 
extend  these  self -regulatory  concepts 
further  for  domestic  commodity  option 
exchanges  in  the  area  of  auditing  for 


compliance  with  the  segregation  require¬ 
ments  of  the  proposed  option  regjulatlons. 
Domestic  commodity  option  exchanges 
v/culd  be  required  to  adopt  rules  identical 
to  th^  segregation  requirements  imposed 
by  §  32.16  and  to  audit  its  member  fu¬ 
tures  commission  merchants  for  compli¬ 
ance  with  those  requirements  (See  §  32.5 
(g)(8)).  This  proposal  similarly  would 
allow  responsibility  for  monitoring  and 
auditing  compliance  by  any  futures  com¬ 
mission  merchant  which  is  a  member  of 
more  than  one  domestic  commodity  op¬ 
tion  exchange  to  be  delegated  to  a  single 
sell -regulatory  organization  with  Com¬ 
mission  approval.  (See  §  32.26.)  In  addi¬ 
tion,  the  Commission  is  now  proposing  to 
require  domestic  commodity  option  ex¬ 
changes  to  collect  and  to  process  position 
and  trading  information  on  reportable 
traders.  (See  §  32.22.) 

These  proposals  are  designed  to  as¬ 
sure  that  domestic  commodity  option 
exchanges,  as  self -regulatory  bodies  op¬ 
erating  under  the  aegis  of  the  Commis¬ 
sion,  actively  participate  in  the  enforce¬ 
ment  of  the  customer  protection  aspects 
of  the  option  regulations  and  in  the  col¬ 
lection  of  data  that  the  Commission  con¬ 
siders  to  be  a  prime  objective  of  the 
pilot  program.  In  addition,  these  pro¬ 
posals  should  help  alleviate  the  strain  on 
the  Commission’s  limited  resources  cur¬ 
rently  caused  by  the  number  of  financial 
and  segregation  compliance  audits  which 
the  Commission’s  staff  must  presently 
conduct.*  The  Commission  considers  that 
a  board  of  trade  that  has  been  licensed 
as  a  domestic  commodity  option  ex¬ 
change  assumes  a  position  of  sensitive 
public  trust  and  achieves  a  status  as  a 
quasi-public  institution.  As  such,  it  has  a 
responsibility  to  foster  the  public  interest 
and  to  aid  the  Commission  to  effectuate 
the  purposes  of  the  Act  under  which  their 
privileges  are  conferred.  The  Commis¬ 
sion  considers  its  pilot  program  to  be  a 
particularly  appropriate  vehicle  to  test 
the  effectiveness  of  this  regulatory  ap¬ 
proach  and  may  well  consider  imposing 
similar  requirements  in  the  area  of  fu¬ 
tures  trading  at  a  later  date  if  it  is  satis¬ 
fied  with  the  results  achieved  .in  the 
option  markets. 

(2)  Dealer  ovtions.  The  Commission 
previously  proposed  that  the  offer  and 
sale  of  dealer  options  on  physical  com¬ 
modities  be  prohibited  during  the  test 
period.-’  The  Commission  stated  that  the 
trade  option  exemption  afforded  com¬ 
mercial  interests  the  opportunity  to  en¬ 
gage  in  option  transactions  on  physical 
commodities  and  that  the  absence  of  a 


‘The  Commission  Is  also  proposing  that 
each  futures  commission  merchant  which  is 
not  a  member  of  a  domestic  commodity  op¬ 
tion  exchange  and  which  engages  in  com¬ 
modity  option  transactions  with  option  cus¬ 
tomers  must  employ  Independent  public  ac¬ 
countants  to  conduct  random  periodic  audits 
to  determine  compliance  with  the  segrega¬ 
tion  provisions  of  §  32.16.  See  discussion  be¬ 
low  under  §  32 .26  ( 1 ) . 

'  At  the  time  the  Commission  proposed  the 
first  stage  of  its  option  program  in  October, 
1976,  it  expressly  stated  that,  except  for  the 
trade  option  exemption,  off-exchange  com¬ 
modity  option  transactions  would  be  pro¬ 
hibited  once  the  pilot  program  began. 
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clearing,  or  equivalent,  mechanism  in  the 
dealer  market,  as  well  as  the  difficulty 
attending  the  supervision  and  control  of 
trade  practices,  would  make  dealer  op¬ 
tions  unsuitable  for  the  pilot  program. 
The  Commission  specifically  requested 
comments  on  this  point.  The  bulk  of  the 
comments  received  indicated  that  the 
Commission  should  alter  its  position  and 
allow  the  offer  and  sale  of  dealer  options 
to  continue  and  to  be  included  in  the 
pilot  program.  The  basic  reasons  given 
for  this  position  were; 

(1)  The  prohibition  would  be  unfair 
since  dealer  options  have  not  been  the 
source  of  any  major  regulatory  problems 
for  the  Commission; 

(2)  The  ban  is  unnecessary  because 
dealer  options  will  be  easier  to  regulate 
than  foreign  commodity  exchange  op¬ 
tions  and  because  dealer  options  can 
satisfy  the  primary  criteria  which  the 
Commission  established  for  option  trad¬ 
ing  on  domestic  exchanges:  and 

<3)  The  prohibition  is  contrary  to  the 
public  interest  and  inconsistent  with  the 
goals  of  the  pilot  program  because  the 
dealer  market  would  provide  healthy 
competition  to  exchange-traded  options, 
allow  for  trading  in  options  for  which 
there  is  a  commercial  demand  (but 
which  is  insufficient  to  justify  exchange 
involvement),  provide  useful  compara¬ 
tive  data  to  that  acquired  from  exchange 
option  trading,  provide  narrower  quotes 
and  better  execution,  in  some  circum¬ 
stances,  than  domestic  exchange-traded 
options  and,  under  Section  15  of  the  Act. 
would  be  a  less  anticompetitive  means  of 
achieving  the  objectives  of  the  Act  than 
that  which  the  Commission  had  pro¬ 
posed. 

The  Commission  recognizes  that  these 
comments  have  merit  and  present  per¬ 
suasive  arguments  in  favor  of  the  dealer 
options  and,  under  Section  15  of  the  Act. 
sion  is  concerned  about  the  absence  of 
a  clearing,  or  equivalent  mechanism,  in 
the  dealer  market.  Thus,  the  Commission 
is  willing  to  permit  trading  in  dealer  op¬ 
tions  if  it  can  be  shown  to  the  Commis¬ 
sion’s  satisfaction  that  appropriate  s^e- 
guards  can  be  instituted  to  alleviate  the 
need  for  a  clearing  mechanism.  The  Com¬ 
mission  specifically  invites  comments  on 
safeguards  which  it  should  consider 
adopting  if  a  dealer  market  is  to  be  In¬ 
cluded  as  part  of  the  pilot  program,  in¬ 
cluding  comments  on  whether  the  im¬ 
position  of  a  very  substantial  net  capi¬ 
tal  requirement  on  persons  offering  and 
selling  dealer  options  to  the  public  would 
be  a  suitable  equivalent  to  a  clearing 
mechanism.  Comments  on  the  amount  of 
such  requirement  are  also  requested. 

If  dealer  options  are  permitted  to  be 
part  of  the  pilot  program,  the  Commis¬ 
sion  is  of  the  view-  that  dealers  should 
be  required  to  satisfy  specific  criteria 
with  respect  to  a  particular  option  con¬ 
tract.  In  this  connection,  comment  is 
requested  on  the  criteria  the  Commis¬ 
sion  should  use  to  select  the  dealer  option 
contracts  to  be  included  in  the  pilot  pro¬ 
gram.  For  example,  under  the  Act  appli¬ 
cations  by  boards  of  trade  for  designa¬ 
tion  as  a  contract  market  for  a  com¬ 
modity  involving  futures  contracts  are 


evaluated  in  terms  of  such  factors  as 
the  cash  market  volume  of  the  commod¬ 
ity  underlying  the  futures  contract,  the 
availability  of  grading  or  inspection  serv¬ 
ices  for  the  commodity,  the  availability 
of  accurate  data  on  deliverable  supply 
of,  and  cash  prices  for,  the  commodity, 
dissemination  of  the  prices  generated  by 
the  contract  trading,  the  effectiveness  of 
the  rule  enforcement  program,  and  the 
provisions  made  by  the  board  of  trade 
for  the  prevention  of  manipulation  of 
prices  and  the  cornering  of  the  commod¬ 
ity.  Similar  criteria  are  being  proposed  , 
for  evaluating  applications  for  licensing 
as  domestic  commodity  option  exchanges 
in  both  options  on  futures  contracts  and 
physical  commodities.  Specifically,  the 
Commission  requests  comment  on  (1) 
whether  these  criteria  are  appropriate 
to  judge  particular  dealer  option  con¬ 
tracts;  (2)  whether  commodities  which 
have  a  broad  stable  deliverable  supply, 
such  as  precious  metals,  are  more  suit¬ 
able  for  dealer  options  than  other  com¬ 
modities:  and  (3)  what  requirements 
should  be  imposed  on  dealers  to  insure 
against  manipulation  of  the  cash  mar¬ 
ket  which  underlies  a  dealer  option. 

Should  the  Commission  decide  to  allow 
dealer  option  trading  to  continue,  it  will 
propose  rules  to  be  adopted  in  time  to 
coincide  with  the  implementation  of  the 
Commission’s  pilot  program. 

(3)  Trading  on  foreign  commodity 
option  exchanges.  In  its  April  5,  1977 
proposals,  the  Commission  stated  that 
it  did  not  believe  it  necessary  or  even  de¬ 
sirable  to  impose  identical  requirements 
upon  foreign  and  domestic  boards  of 
trade  for  purposes  of  its  pilot  program. 
The  Commission  considered  it  essential, 
however,  to  achieve  a  parity  in  customer 
protections  between  options  offered 
through  the  facilities  of  domestic  and 
foreign  boards  of  trade.  Thus,  the  Com¬ 
mission  proposed  to  require  that  foreign 
boards  of  trade  wishing  to  participate  in 
the  pilot  program  apply  for  recognition 
as  a  foreign  commodity  option  exchange 
and  provide  for  (1)  the  segregation  of 
option  customer  funds,  or  an  equivalent 
approved  by  the  Commission,  (2)  a 
mechanism  for  the  clearing  of  trades, 
or  an  equivalent  approved  by  the  Com¬ 
mission,  (3)  registration  of  commodity 
option  transactions  in  the  names  of 
option  customers  in  the  United  States, 
and  (4/  the  general  quotation  and  dis¬ 
semination  in  the  United  States  of 
option,  and  underlying  futures  or  com¬ 
modities.  price  information  on  a  timely 
basis.  The  Commission  proposed  addi¬ 
tional  customer  protection  through 
Commission  review  of  the  terms  and 
conditions  of  option  contracts  proposed 
to  be  used  on  foreign  commodity  option 
exchanges  both  before  and  after  recog¬ 
nition  and  through  the  strict  regulation 
of  the  persons  offering  and  selling  foreign 
commodity  exchange  options  in  the 
United  States. 

’The  Commission  was  aware  that  the 
adoption  of  these  proposals  would  have 
imposed  direct  obligations  on  foreign 
boards  of  trade  wishing  to  be  recognized 
as  foreign  commodity  option  exchanges, 
and  indicated  that,  as  an  alternative,  it 


was  considering  placing  formal  obliga¬ 
tions  solely  upon  the  persons  in  the 
United  States  offering  and  selling  foreign 
commodity  options.  The  Commission 
made  clear,  however,  that  under  the 
alternative  approach,  the  continued  of¬ 
fer  and  sale  of  foreign  commodity  ex¬ 
change  options  by  such  persons  would 
be  contingent  upon  the  foreign  boards  of 
trade  meeting  certain  general  criteria 
designed  to  protect  option  customers  and 
voluntarily  coojjerating  with  the  Com¬ 
mission  to  help  achieve  its  regulatory 
goals  under  the  pilot  program.  42  FR 
18248  (AprU  5,  1977). 

Numerous  commentators  agreed  that 
the  Commission’s  suggested  alternative 
should  be  adopted.  They  stated  that  the 
Commission  should  not  attempt  to  exer¬ 
cise  direct  control  over  foreign  ex¬ 
changes  and  that  the  Commission’s  regu¬ 
latory  objectives  with  respect  to  foreign 
options  could  be  accomplished  by  the 
proposed  alternative  means.  The  Com¬ 
mission  has  reconsidered  its  position  in 
light  of  these  comments  and  now  pro¬ 
poses  to  delete  the  requirement  that  for¬ 
eign  boards  of  trade  apply  for  recogni¬ 
tion  as  foreign  commodity  option  ex¬ 
changes.  In  lieu  thereof,  the  Commission 
is  proposing  to  restrict  the  offer  and  sale 
of  commodity  options  originating  abroad 
to  those  originating  on  specific  foreign 
exchanges  so  long  as  they  provide  for 
segregation  of  U.S.  option  customer 
funds  and  a  clearing  mechanism,  or 
substantive  equivalent,  and  voluntarily 
meet  certain  specific  criteria  which  were 
previously  proposed  as  requirements  to 
be  imposed  upon  foreign  boards  of  trade 
seeking  recognition  as  foreign  commod¬ 
ity  option  exchanges.  These  foreign  ex¬ 
changes,  i.e.,  the  London  Metal  Ex¬ 
change  and  other  boards  of  trade 
located  outside  the  United  States  and  in 
existence  on  September  1,  1976,  if  the 
commodity  option  transactions  effected 
on  those  other  boards  of  trade  are  cleared 
by  the  ICjCH.  These  exchanges  are  de¬ 
fined  as  “foreign  commodity  option  ex¬ 
changes”  for  purposes  of  the  Commis¬ 
sions  regulations  (See  §  32.1  (i)).  In  ad¬ 
dition,  the  Commission  proposes  to  re¬ 
quire  that  (1)  futures  commission  mer¬ 
chants  engaging  in  the  offer  and  sale 
of  foreign  commodity  options  be  clearing 
members  of  the  IC?CH  if  they  offer  or 
sell  options  cleared  thereon,  and  (2)  fu¬ 
tures  commission  m^'chants  and  asso¬ 
ciated  persons  execute  or  secure  the  exe¬ 
cution  of  an  order  for  a  London  Metal 
Exchange  option  with  a  ring-dealing 
member  of  that  Exchange  and  provide 
the  option  customer  with  a  standardized 
London  Metal  Exchange  contract  be¬ 
tween  the  customer  and  such  ring-deal¬ 
ing  member  obligating  the  ring-dealing 
member  to  perform  or  guarantee  per¬ 
formance  of  all  obligations  to  the  option 
customer  under  the  option  contract.  See 
§§  32.3  and  32.7. 

In  its  April  5,  1977,  proposal,  the  Com¬ 
mission  indicated  that  vmless  the  London 
Metal  Exchange  established  a  formal 
clearing  mechanism  or  a  substantive 
equivalent,  it  could  not  qualify  as  a  for¬ 
eign  commodity  option  exchange.  The 
London  Metal  Elxchange  has  advised  the 
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Commission  that  it  is  in  the  process  of 
implementing  procedures  that  would 
provide  customer  protections  equivalent 
to  a  clearing  mechanism  that  would  be¬ 
come  operational  during  January  1978. 
Should  these  procedures  be  established 
and  should  the  Commission  be  satisfied 
that  the  financial  safeguards  are  equiv¬ 
alent  to  a  formal  clearing  mechanism 
(see  §  32.7(c)  (2) ) ,  options  originating  on 
the  London  Metal  Exchange  could  be 
offered  and  sold  during  the  pilot  pro¬ 
gram,  subject  to  compliance  with  the 
other  requirements  of  the  Commission’s 
regulations. 

Options  currently  traded  on  or  subject 
to  the  rules  of  the  foreign  boards  of 
trade  referred  to  above  are  commonly 
known  as  “London”  options.  The  Com¬ 
mission’s  experience  with  this  form  of 
option  trading  to  date  demonstrates  that, 
notwithstanding  a  substantial  invest¬ 
ment  of  its  resources  in  the  task  of  reg¬ 
ulating  and  enforcing  its  interim  option 
regulations,  the  unsound  business  prac¬ 
tices  and  fraudulent  activity  of  some 
London  option  firms  in  the  United  States 
have  not  been  brought  imder  control. 
When  the  Commission  came  into  exist¬ 
ence  in  April,  1975,  there  were  rela¬ 
tively  few  firms  known  to  be  offering 
London  commodity  options  in  the  Uni¬ 
ted  States.  Since  that  time,  the  number 
of  these  firms  has  grown  dramatically, 
as  revealed  by  the  number  of  applicants 
for  registration  as  futmes  commission 
merchants  and  associated  persons.  Com¬ 
mission  experience  to  date  shows  that 
these  firms  are  considerably  more  \m- 
stable  than  firms  selling  only  commodity 
futures  contracts.  Moreover,  the  back¬ 
ground  of  these  applicants  reveal  a  sig¬ 
nificantly  low  level  of  commodities  sales 
experience,  if  any,  little  commodities 
training,  and  in  many  cases  previous 
criminal  records  including  violations  of 
a  fraudulent  nature.  ’There  is  also  evi¬ 
dence  of  a  greater  necessity  for  follow¬ 
up  investigations  which  often  require 
the  initiation  of  license  revocation 
proceedings. 

A  significant  proportion  of  all  the  en¬ 
forcement  actions  brought  by  the  Com¬ 
mission  in  district  courts  as  well  as 
through  administrative  proceedings  have 
been  against  commodity  option  firms 
based  upon  violations  of  the  Act  and  the 
regulations  thereunder  including,  spe¬ 
cifically,  violations  of  the  interim  com¬ 
modity  option  regulations.  In  July  1977, 
approximately  28  percent  of  the  Com¬ 
mission’s  pending  enforcement  actions 
involved  option-related  violations.  More¬ 
over,  the  reparation  proceedings  that 
have  thus  far  been  brought  pursusmt  to 
Section  14  of  the  Act  predominantly  in¬ 
volve  claims  arising  from  London  option 
transactions.*  As  of  January  1, 1977,  only 


•  Under  Section  14  of  the  Act,  7  U.S.C.  S  18 
(Supp.  V,  1975),  complaining  parties  alleg¬ 
ing  violations  of  the  Act  may  sue  in  an  ad¬ 
ministrative  forum  provided  by  the  Commis¬ 
sion  and  may  have  their  claims  heard  before 
an  administrative  law  judge.  Upon  reviewing 
the  findings  of  fact  the  Commission  will 
issue  an  order  which  is  reviewable  by  a  court 
of  appeals. 


one  out  of  five  reparations  claims  in¬ 
volved  London  option  transactions.  As  of 
June,  1977,  however,  three  out  of  four 
claims  involved  such  transactions. 

However,  as  previously  stated  in  the 
Commission’s  April  5  release,  no  fraudu¬ 
lent  or  other  wrongful  activity  that  has 
worked  to  the  detriment  of  option  cus¬ 
tomers  in  the  United  States  has  appar¬ 
ently  been  attributable  to  any  act  or 
omission  of  the  foreign  exchanges  that 
the  Commission  is  proposing  to  permit 
to  participate  in  the  pilot  program.  For 
this  reason,  the  Commission  continues  to 
have  confidence  in  the  integrity  of  the 
London  Metal  Exchange  and  in  the  ex¬ 
isting  and  known  foreign  boards  of  trade 
whose  option  transactions  are  cleared 
through  the  ICCH  and  in  their  ability 
meaningfully  to  police  their  own  mem¬ 
bers  and  to  ensure  the  financial  integrity 
of  option  transactions  in  which  their 
members  engage.  So  that  option  cus¬ 
tomers  may  avail  themselves  of  these 
safeguards  during  the  test  period,  the 
Commission  proposes  to  require  that 
London  commodity  options  may  be 
offered  and  sold  only  where  direct  con¬ 
tractual  privity  between  option  cus¬ 
tomers  and  ring-dealing  members  of  the 
London  Metal  Exchange  is  established  or 
only  by  a  futures  commission  merchant 
who  is  a  clearing  member  of  the  ICCH. 
’The  Commission  is  hopeful  that  these  re¬ 
quirements  will  afford  option  customers 
direct  access  to  members  of  the  foreign 
commodity  option  exchanges  in  order  to 
satisfy  any  claims  that  may  arise  in  con¬ 
nection  with  their  option  transactions 
and  will  eliminate  many  of  the  abuses 
that  have  arisen  as  a  result  of  option 
customers’  dealings- with  unscrupulous 
and  financially  unstable  firms. 

A  discussion  of  certain  of  the  com¬ 
ments  received  by  the  Commission  in  re¬ 
sponse  to  its  April  5,  1977,  proposal  and 
a  section-by-section  explanation  of  cer¬ 
tain  of  the  Commission’s  revisions  to  its 
proposed  regulations  is  set  forth  below: 

DEFINITIONS 

In  response  to  one  comment,  the  defi¬ 
nition  of  option  customer  in  §  32.1(d) 
has  been  clarified  to  indicate  that,  except 
for  certain  specified  sections,  the  defini¬ 
tion  does  not  include  a  person  registered 
as  a  futures  commission  merchant  by  the 
Act  or  the  regulations.  So  that  the  Com¬ 
mission  may  gain  as  much  data  regard¬ 
ing  participation  in  the  pilot  program  as 
possible,  it  also  is  proposing  to  amend 
the  definition  of  option  customer  to  in¬ 
clude  futures  commission  merchants  and 
owners  and  holders  of  proprietary  option 
accounts  for  purposes  of  the  recordkeep¬ 
ing  r^uirements  of  §  32.18.  ’This  defini¬ 
tion  is  also  proposed  to  be  changed  to 
include  futures  commission  merchants 
within  the  definition  of  an  option  cus¬ 
tomer  for  purposes  of  S  32.15  (e)  through 
(g)  to  enable  futures  commission  mer¬ 
chants  to  obtain  the  confirmation  state¬ 
ments  required  to  be  provided  by  those 
paragraphs.  Finally,  the  previously  pro¬ 
posed  definition  of  option  customer 
would  have  included  the  owner  or  holder 
of  a  proprietary  option  account  “to  the 
extent  of  such  ownership  or  holdings.” 


The  Commission  believes  that  the  re¬ 
quirement  to  calculate  proprietary 
option  accounts  on  a  percentage  basis, 
where  an  account  contains  both  proprie¬ 
tary  and  non-proprietary  customers, 
would  create  difficult  practical  problems 
for  purposes  of  compliance  with  the  seg¬ 
regation  and  recordkeeping  sections,  and 
has  deleted  this  requirement. 

It  was  suggested  that,  to  avoid  any 
confusion,  the  definition  of  purchase 
price  should  exclude  monies  paid  by 
grantors  to  enter  into  commodity  option 
transactions.  ’The  Commission  agrees 
with  this  comment  and  has  made  an  ap¬ 
propriate  change  in  §  32.1(e) .  It  was  also 
suggested  that  §  32.1(g)  be  amended  to 
make  clear  that  the  term  striking  price 
doss  not  include  fees  and  commissions 
and  can  be  expressed  either  in  per  unit 
terms  or  on  a  gross  units  basis.  ’The  Com¬ 
mission  intends  that  the  definition  of 
striking  price  be  a  total  vmit  price  per 
option  contract  (i.e.,  price  per  commodity 
unit  times  number  of  commodity  units 
underlying  the  option  contract)  and  does 
not  include  fees  and  charges.  It  has  re¬ 
vised  the  definition  to  insert  the  specific 
method  by  which  striking  price  is  to  be 
computed.  As  revised,  the  definition  does 
not  preclude  persons  from  expressing  the 
striking  price  on  a  per  unit  as  well  as 
on  a  gross  units  basis.  In  response  to  sev¬ 
eral  comments,  the  Commission  proposes 
to  make  certain  clarifying  changes  in  the 
definition  of  promotional  material  in 
§32.1(j).  In  addition,  the  Commission 
proposes  to  add  §§  32.1  (1) ,  (m) ,  and  (n) , 
to  define  “domestic  option  customer 
funds”  and  “foreign  option  customer 
funds”  and  to  make  explicit  the  mean¬ 
ing  of  the  term  “accruals”  used  in  those 
definitions.  ’These  new  definitions  are 
used  in  the  segregation  and  recordkeep¬ 
ing  pronsions  of  the  rules.  (See  §§  32.16 
and  32  18,  respectively.) 

UNLAWFUL  COMMODITY  OPTIONS 
TRANSACTIONS  * 

Consistent  with  the  changes  in  the 
Commission’s  proposals  discussed  above 
concerning  foreign  commodity  options, 
§  32.3(a)  (2)  has  been  amended  to  make 
it  unlawful  for  any  person  to  offer  to 
enter  into,  enter  into,  confirm  the  execu¬ 
tion  of,  or  maintain  a  position  in,  any 
commodity  option  transaction  involving 
such  options  unless  the  option  involved 
is  traded  on  or  subject  to  the  rules  of 
foreign  commodity  option  exchanges  and 
the  transaction  is  conducted  in  accord¬ 
ance  with  the  provisions  of  §  32.7.  Sec- 


'  •  In  Its  April  proposal,  the  Commission 
requested  comment  on  whether  commodity 
option  pools  should  be  permitted.  Since  few 
comments  were  received,  the  Commission 
again  requests  that  comments  be  submitted 
on  this  question.  The  Commission's  proposed 
rules  for  commodity  pool  operators  (42  FR 
9266,  February  15,  1977)  would  Impase  cer¬ 
tain  requirements  on  commodity  pool  opera¬ 
tors  Investing  funds  In  commodity  options 
In  connection  with  their  business.  Notwith¬ 
standing  this  proposal,  the  Commission  la 
again  requesting  comments  on  whether  any 
person  should  be  permitted  to  solicit,  accept 
or  receive  and  to  pool  the  funds,  securities  or 
property  of  others  for  the  purpose  of  trad¬ 
ing  commodity  options. 
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tion  32.3(a)(3)  has  been  reserved  to 
cover  the  conditions  under  which  dealer 
options  may  be  offered  and  sold  in  the 
event  the  Commission  decides  to  permit 
dealer  options  to  be  included  in  its  test 
program. 

Section  32.3(c)(1)  is  proposed  to  be 
amended  to  prohibit  the  solicitation  of 
option  transactions  from  outside  the 
United  States.  This  proposal,  together 
with  the  registration  provisions,  is  de¬ 
signed  to  assure  that  option  customers 
will  be  solicited  only  by  persons  whose 
activities  are  subject  to  direct  oversight 
by  the  Commission.  In  addition,  §  32.3 
(c)(1)  (ii)  as  proposed  on  April  5,  re¬ 
quires  an  individual  soliciting  or  accept¬ 
ing  an  order  for  commodity  options  to 
be  registered  as  an  associated  person  of 
a  specified  person  registered  as  a  fu¬ 
tures  commission  merchant.  Under  §  32.- 
3(b)  (ii)  of  the  existing  Interim  commod¬ 
ity  option  regulations,  the  W'ord  “regis¬ 
tered”  does  not  appear.  In  proposing  this 
requirement  in  April,  the  Commission 
w'ished  to  make  clear  that  under  existing 
law,  individuals  may  not  solicit  or  ac¬ 
cept  orders  for  commodity  options  on  be¬ 
half  of  persons  who  are  not  registered  as 
futures  commission  merchants.  Since 
that  time,  the  Commission  has  become 
increasingly  aware  of  and  concerned  by 
the  number  of  individuals  soliciting  op¬ 
tions  on  behalf  of  firms  that  are  not 
registered  as  futures  commission  mer¬ 
chants.  Accordingly,  the  Commission  in¬ 
tends  to  adopt  proposed  §  32.3(c)  (1)  (ii) 
prior  to  the  expiration  of  the  comment 
period  on  the  balance  of  the  changes  to 
the  interim  option  rules  proposed  today. 

Section  32.3(c)(2)  is  also  proposed  to 
be  amended  to  make  It  unlawful  for 
persons  registered  or  required  to  be  reg¬ 
istered  as  futures  commission  merchants 
to  permit  any  other  person  to  be  asso¬ 
ciated  with  it  in  certain  specified  capaci¬ 
ties  unless  such  other  person  is  registered 
as  required  by  the  Commission’s  regula¬ 
tions.  At  present  this  provision  applies 
only  to  associated  individuals.  The  pro¬ 
posed  change  is  consistent  with  the  ex¬ 
isting  interim  regulations  which  requires 
firms  associated  with  futures  commission 
merchants  to  register  in  that  capacity. 

The  Commission  is  also  proposing  to 
add  a  new  §  32.3(c)  (3)  to  prohibit  any 
person  in  connection  with  the  solicita¬ 
tion  of  the  entry  into  any  commodity 
option  transaction  from  (1)  contacting 
propspective  option  customers  directly 
through  oral  solicitations,  or  (2)  dissem¬ 
inating  directly  to  prospective  option 
customers  any  written  promotional  ma¬ 
terial  that  contains  more  than  certain 
basic  objective  information  about  the 
person  on  whose  behalf  the  material  is 
being  disseminated,  unless,  prior  to  such 
contact  or  dissemination  the  prospective 
customer  has  contacted  the  soliciting 
person  and  indicated  an  interest  in  pur¬ 
chasing  or  selling  a  commodity  option  or 
in  commodity  options  in  general.  ITiis 
proposal  is  prophylactic  in  nature  and 
is  designed  to  eliminate  “cold  call  con¬ 
tacts”.  The  Commission’s  experience  to 
date  demonstrates  that  persons  who 
have  not  expressed  an  interest  in  com¬ 
modity  options  are  often  the  persons 


who  are  likely  to  be  subjected  to  high 
pressure/boiler  room  sales  practices, 
which  presently  are  violations  of  the 
Commission’s  antifraud  rule.  (See  Com¬ 
modity  Futures  Trading  Commission  v. 
Crown  Colony  Commodity  Options,  Ltd., 
et  al.  No.  77  Civ.  2768  (S.D.N.Y.  June 
15,  1977)  and  Commodity  Futures  Trad¬ 
ing  Commission  v.  J.  S.  Love  &  Associ¬ 
ates,  422  F.  Supp.  652  (S.D.N.Y.  1976). 
Advertisements  through  the  newspapers, 
in  magazines  or  similar  media,  as  well 
as  advertisements  over  television,  radio 
and  other  electronic  media  would  not 
be  covered  by  this  proposal  because  of 
the  lack  of  direct  contact  with  prospec¬ 
tive  option  customers. 

One  commentator  suggested  that  the 
proposed  rules  be  amended  so  that  per¬ 
sons  who  are  already  registered  as  fu¬ 
tures  commission  merchants,  associated 
persons,  or  as  floor  brokers  under  the 
Act,  and  who  have  notified  the  Commis¬ 
sion  of  their  option  activities  need  not 
renotify  the  Commission  of  these  activi¬ 
ties  at  the  time  of  the  implementation 
of  the  pilot  program.  Since  the  Commis¬ 
sion  does  not  construe  §§32.1  (f)  and 
(g)  to  require  such  re -notification,  the 
Commission  believes  that  an  amendment 
is  unnecessary. 

EXEMPTIONS 

One  commentator  suggested  that  the 
trade  option  exemption  should  not  ap¬ 
ply  to  commodities  which  have  been  ap¬ 
proved  for  trading  on  licensed  domestic 
commodity  option  exchanges  because  of 
the  pressures  on  deliverable  supplies 
which  might  result.  The  effect  of  this 
suggestion  would  be  to  require  commer¬ 
cial  interests  to  engage  in  option  trans¬ 
actions  on  domestic  commodity  option 
exchanges.  This  would  thwart  the  pur¬ 
pose  of  the  trade  option  exemption. 
Moreover,  if,  as  this  commentator  sug¬ 
gests,  the  deliverable  supply  of  a  com¬ 
modity  is  so  “thin”  as  to  be  affected  by 
off-exchange  transactions  between  com¬ 
mercial  interests,  it  is  doubtful  that  the 
Commission  would  license  a  board  of 
trade  to  trade  options  involving  that 
commodity.  Another  commentator  sug¬ 
gested  that  the  requirement  that  each 
party  entering  into  a  trade  transaction 
must  have  a  reasonable  basis  to  believe 
that  the  other  is  entering  into  the  trans¬ 
action  “solely  for  purposes  related  to  its 
business’  is  unnecessarily  restrictive  and 
that  the  exemption  should  apply  regard¬ 
less  of  the  parties’  respective  purposes 
for  entering  into  the  transaction.  To  the 
contrary  however,  the  Commission  in¬ 
tends  the  trade  option  exemption  to  ap¬ 
ply  only  to  commercial  transactions  be¬ 
tween  commercial  interests. 

LICENSING  OF  DOMESTIC  COMMODITY 
OPTION  EXCHANGES 

As  previously  indicated,  the  Commis¬ 
sion  proposes  to  amend  §  32.5(a)  to  allow 
option  trading  on  domestic  commodity 
option  exchanges  in  both  put  options  and 
options  on  physical  commodities.  In  re¬ 
sponse  to  one  comment,  §  32.5(a)  (1)  (i) 
has  been  amended  to  make  clear  that  the 
Commission  will  not  permit  trading  in 
any  option  on  a  domestic  commodity  op¬ 


tion  exchange  which  is  capable  of  being 
transferred,  assigned  or  otherwise  dis¬ 
posed  of  other  than  on  or  subject  to  the 
rules  of  that  exchange.  Section  32.5(a) 
(l)(ii)  prohibits  the  margining  of  op¬ 
tion  premiums.  Numerous  commentators 
agreed  that  this  prohibition  was  appro¬ 
priate  w’ith  respect  to  members  of  the 
public,  but  that  it  should  not  apply  to 
members  of  the  trade  since  without 
margining  by  such  persons,  market  li¬ 
quidity  could  be  impaired  when  option 
premiums  reach  levels  high  enough  to 
limit  the  number  of  potential  market 
participants.  The  Commission  is  un¬ 
certain  of  the  validity  of  these  concerns 
and  requests  further  elaboration  on  this 
point.  Commentators  also  suggested 
that  the  Commission  establish  guidelines 
for  the  margin  requirements  to  be 
adopted  by  domestic  commodity  option 
exchanges  for  option  grantors.  'The 
Commission  believes  that  it  is  more 
appropriate  for  the  exchanges  to  de¬ 
velop  these  guidelines.  The  Commis¬ 
sion  will,  however,  take  into  account 
as  part  of  its  review  of  a  board  of  trade’s 
license  application  the  justification  sub¬ 
mitted  for  any  initial  and  variation  mar¬ 
gin  requirements  to  be  imposed,  as  well 
as  any  cover  requirements  for  option 
grantors  that  the  board  of  trade  deems 
necessary  (see  §  32.5(e)  (4) ).  As  was  in¬ 
dicated  above,  the  Commission  is  pro¬ 
posing  to  amend  §  32.5(a)  (4)  to  elimi¬ 
nate  its  pre-trading  economic  purpose 
test  and  to  require  instead  that  boards  of 
trade  demonstrate  that  commercial  in¬ 
terests  have  participated  in  formulating 
the  option  contracts  for  which  the  license 
is  sought  and  expressed  an  interest  in 
using  such  contracts  in  connection  with 
their  business. 

Inasmuch  as  the  Commission  is  now 
proposing  to  permit  trading  in  options 
on  physical  commodities,  the  Commis¬ 
sion  has  included  requirements  which 
boards  of  trades  seeking  licensing  as  do¬ 
mestic  commodity  option  exchanges  for 
physical  commodities  will  have  to  meet. 
’These  requirements  are  contained  in 
?§  32.5(a)  (3)  and  32.5(e)  (10)  and  are 
similar  to  those  that  boards  of  trade 
seeking  designation  as  contract  markets 
must  meet  under  Sections  5(a)  through 
(d)  of  the  Act  and  Guideline  1,  CCH 
Comm.  Put.  L.  Rep.  H  20,041  (May  13, 
1975).  In  addition.  §32.5  has  been  ap¬ 
propriately  modified  to  make  certain  re¬ 
quirements  for  the  licensing  of  domestic 
commodity  option  exchanges  for  options 
on  physical  commodities  the  same  as  the 
requirements  for  the  licensing  of  domes¬ 
tic  commodity  option  exchanges  for  op¬ 
tions  on  futures  contracts. 

Certain  commentators  suggested  that 
the  previously  proposed  criteria  set  forth 
in  §  32.5(a)  (4)  that  commodities  under¬ 
lying  options  on  futures  contracts  will 
have  to  satisfy  in  order  for  a  board  of 
trade  to  be  licensed  as  a  domestic  com¬ 
modity  options  exchange  are  inappro¬ 
priate  because  the  volume  limitation  of 
1,000  t  rades  per  week  for  the  previous 
12  months  in  the  underlying  futures  con¬ 
tract  is  too  low  and  because  the  other 
criteria  have  already  been  met.  The 
Commission  has  reexamined  these  pro- 
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posals  and  does  not  find  a  change  to  be 
necessary.  The  Commission  presently  be¬ 
lieves  that  the  volume  criterion  of  1,000 
trades  per  week  is  sufficient  to  avoid  the 
possibility  that  option  trading  will  dis¬ 
rupt  trading  in  the  underlying  futures 
markets.  As  to  the  other  requirements 
concerning  readily  available  deliverable 
supply,  an  efficiently  functioning  delivery 
system,  a  reliable  mechanism  available 
to  the  public  for  determing  cash  prices 
and  accurate  available  statistics  con¬ 
cerning  deliverable  supply,  the  Commis¬ 
sion  considers  all  these  criteria  to  be  es¬ 
sential  in  order  to  enable  the  Commission 
to  evaluate  whether  the  commodities  in¬ 
volved  can  support  trading  in  a  commod¬ 
ity  in  both  contracts  for  future  delivery 
and  commodity  options.  In  addition, 
since  these  criteria  will  also  apply  to  op¬ 
tions  on  physical  commodities,  an  initial 
evaluation  will  be  necessary  to  determine 
if  a  viable  cash  market  exists  or  can  be 
established  and  maintained  to  support 
those  options. 

It  should  be  pointed  out,  however,  that 
a  board  of  trade  meeting  all  the  objective 
criteria  set  forth  in  §  32.5  for  licensing  as 
a  domestic  commodity  option  exchange  is 
not  assured  of  being  licensed.  Initially, 
the  Commission  intends  to  evaluate  all 
applications  for  licensing  as  domestic 
commodity  option  exchanges  against  one 
another.  In  doing  so,  it  may  be  found 
that  it  is  in  the  public  interest  to  limit 
option  trading  to  certain  specified  com¬ 
modities  and/or  exchanges.  For  example, 
in  determining  which  boards  of  trade  to 
license  as  domestic  commodity  option  ex¬ 
changes  the  Commission  will  consider 
such  factors  as  whether  there  should  be 
more  than  one  exchange  licensed  to  trade 
options  in  the  same  commodity,  the  po¬ 
tential  economic  utility  of  each  option 
contract,  the  relative  surveillance  capa¬ 
bilities  of  each  exchange  and  the  amount 
of  Commission  resources  which  will  be 
necessary  to  implement  trading  in  each 
option  contract.  The  Commission  will 
not  be  able  to  make  a  decision  on  this 
point  until  it  has  had  an  oppoftunity  to 
review  all  initial  exchange  proposals  for 
option  trading. 

Among  other  things,  proposed  §  32.5 
<c)(l  requires  a  board  of  trade  seeking 
to  be  licensed  as  a  domestic  commodity 
option  exchange  to  demonstrate  that  it 
has  provided  appropriate  safeguards  to 
protect  its  futures  market,  its  commodity 
option  market  and  the  trading  public 
from  the  abusive  practice  of  “racing  the 
tape”  where  trades  are  made  on  the 
basis  of  information  which  has  not  been 
disseminated  to  the  public.^  The  concept 
of  tape  racing,  as  understood  by  the 
Commission,  relies  on  the  commonly  ac¬ 
cepted  existence  of  a  price  relationship 
between  a  commodity  option  and  its 
underlying  futures  contract,  i.e.,  a  price 


^Section  32.5(c)(1)  also  requires  that  a 
board  of  trade  seeking  licensing  as  a  domestic 
comoditjr  option  exchange  demonstrate  that 
it  has  provided  appropriate  safeguards  to 
protect  its  futures  market  from  its  com¬ 
modity  option  markets  so  as  to  avoid 
congestion,  potential  manipulation,  corners, 
squeezes,  and  similar  occurrences  in  such 
markets. 


movement  in  one  will  probably  be  re¬ 
flected  in  the  other.  The  dissemination  to 
the  public  of  information  regarding  the 
movement  of  prices  in  the  correspond¬ 
ing  pit  or  ring  will,  at  a  minimum,  be 
delayed  by  the  amount  of  time  needed  to 
record  and  disseminate  it  publicly.  Dur¬ 
ing  that  time  period,  the  futures  com¬ 
mission  merchant  or  floor  broker  could 
“race  the  tape”  and  trade  on  the  basis 
of  the  yet  unpublic  information.  For  ex¬ 
ample,  the  futures  commission  merchant 
or  floor  broker  may  execute  an  order  in 
the  futures  ring  and  then,  before  the  ex¬ 
ecution  has  been  posted  and  dissemi¬ 
nated  over  the  wire  services,  make  a  trade 
in  the  option  ring  either  for  his  personal 
account,  that  of  the  house  or  a  customer 
to  take  advantage  of  the  expected  price 
change.  Thus,  the  floor  broker  or  futures 
commission  merchant  would  be  taking 
advantage  of  information  that  was  not 
publicly  available. 

The  Commission  is  concerned  about 
the  possibility  of  tape  racing  and  other 
abuses  that  might  occur  in  cases  where 
the  floor  broker  or  futures  commission 
merchant  is  allowed  to  trade  both  the 
options  and  the  underlying  futures  con¬ 
tract  in  the  same  trading  period.  Ac¬ 
cordingly,  boards  of  trade  should  consider 
( 1 )  requiring  floor  brokers  to  elect  at  the 
beginning  of  a  trading  session  whether 
they  will  trade  options  or  the  underlying 
futures,  (2)  making  tape  racing  or  simi¬ 
lar  abuses  violations  of  exchange  rules, 
subjecting  the  offender  to  disciplinary 
action,  and  (3)  in  order  to  impede  the 
ease  of  movement  between  the  futures 
and  options  pit  or  ring,  consider  locating 
the  two  on  different  floors  or  in  different 
rooms.  In  addition,  and  equally  as  im¬ 
portant,  the  candidate  for  a  license  must 
submit  proposals  for  monitoring  tech¬ 
niques  which  will  allow  the  Commission 
to  measure  the  extent  to  which  tape  rac¬ 
ing  and  like  abuses  have  been  eliminated 
a:,  practices  on  the  board  of  trade.  The 
Commission  requests  specific  comments 
on  these  points. 

The. Commission  has  also  added  a  re¬ 
quirement  in  §  32.5(c)  (2)  to  require  that 
a  board  of  trade  provide  an  affirmation 
that  the  proposed  option  contracts  for 
which  it  is  seeking  to  be  licensed  cannot 
be  expected  to  have  an  adverse  effect  on 
futures  markets  in  underlying  or  related 
commodities.  The  Commission  wishes  to 
stress  that  this  requirement  applies  to 
boards  of  trade  seeking  to  be  licensed  to 
trade  options  on  physical  commodities 
as  well  as  to  those  seeking  to  be  licensed 
to  trade  option  on  futures  contracts. 

Section  32.5(d)  requires  that  boards  of 
trade,  as  well  as  clearing  organizations 
thereof,  furnish  the  Commission  with 
copies  of  all  by-laws,  rules,  regulations, 
and  resolutions  made  or  issued  by  it  re¬ 
lating  to  commodity  option  transactions. 
One  commentator  suggested  that  this  re¬ 
quirement,  as  well  as  all  other  similar  re¬ 
quirements  contained  In  the  proposed 
regulations  upon  separate  clearing  or¬ 
ganizations  of  boards  of  trade,  are  be¬ 
yond  the  Commission’s  authority.  Sec¬ 
tion  4c (b)  of  the  Act  gives  the  Commis¬ 
sion  pervasive  authority  to  prescribe  the 
terms  and  conditions  under  which  option 


transactions  may  be  conducted  in  the 
United  States.  It  is  clear  that  this  au¬ 
thority  permits  the  Commission  to  reg¬ 
ulate  the  clearing  organizations  pf 
boards  of  trade  seeking  to  be  licensed  as 
domestic  commodity  options  exchanges 
whether  or  not  they  are  separate  enti¬ 
ties.  In  addition,  under  Section  8a (5)  of 
the  Act,  the  Commission  has  broad  rule- 
making  authority  to  choose  among  regu¬ 
latory  alternatives  to  effectuate  any  of 
the  provisions  or  to  accomplish  any  of 
the  purposes  of  the  Act.  ITiat  the  ap¬ 
proach  the  Commission  has  chosen  to 
propose  in  this  instance  is  well  within 
the  Commission’s  authority  cannot  be 
subject  to  serious  doubt. 

One  commentator  suggested  that  the 
proliferation  of  series  on  option  con¬ 
tracts  on  domestic  commodity  option  ex¬ 
changes  should  be  limited  so  that  liquid¬ 
ity  in  each  series  is  not  impaired.  ’The 
Commission  believes  that  this  comment 
has  merit  and  it  has  therefore  provided 
in  connection  with  its  review  of  the  pro¬ 
posed  terms  and  conditions  of  option 
contracts  that  an  applicant  board  of 
trade  provide  a  justification  for  any 
striking  price  series  proposed  for  an  op¬ 
tion  for  which  licensing  is  sought.  (See 
S  32.5(e)(9)), 

Numerous  commentators  were  opposed 
to  the  provisions  of  proposed  §§  32.5(f) 
and  32.15  which  would  require,  respec¬ 
tively,  a  board  of  trade  seeking  license 
as  a  domestic  commodity  option  ex¬ 
change  to  prepare  and  submit  a  detailed 
disclosure  statement  concerning  option 
transactions  thereon  to  the  Commission, 
and  once  licensed,  to  provide  such  dis¬ 
closure  statement  to  futures  commission 
merchants  engaging  in  the  offer  and  sale 
of  that  exchange’s  options  for  dissemi¬ 
nation  to  option  customers.  The  basic  ob¬ 
jections  were  that  disclosure  statements 
would  be  costly,  inappropriate  (since  the 
exchange  is  not  the  offeror  of  the  op¬ 
tions)  and  would  expose  the  exchange  to 
potential  liability  to  option  customers 
claiming  that  they  were  misled  by  the 
disclosure  statement.  The  Commission 
was  not  persuaded  to  revise  its  proposal 
by  these  comments.  The  Commission  be¬ 
lieves  that  the  individual  boards  of  trade 
are  in  the  best  position  to  provide  an  ac¬ 
curate  description  of  the  commodity  op¬ 
tions  to  be  traded  through  their  facili¬ 
ties.  Moreover,  the  Commission  believes 
that  the  exchanges  should  assume  a  role 
of  leadership  in  acquainting  the  public 
with  this  new  form  of  commodity  instru¬ 
ment  that  they  will  have  been  instru¬ 
mental  in  creating.  A  standardized  ex¬ 
change  document  should  also  help  to 
curb  proliferation  of  misleading  disclo¬ 
sure  statements  that  have  been  of  con¬ 
cern  in  the  Commission’s  enforcement 
efforts.  However,  as  indicated  below,  the 
Commission  believes  that  certain  criti¬ 
cisms  of  its  proposed  disclosure  state¬ 
ment  were  valid  and  accordingly  has  re¬ 
vised  the  information  required  to  be  in¬ 
cluded  therein.  (See  §  32.15.) 

The  Commission  wishes  to  re-empha¬ 
size  the  iihportance  of  the  requirement 
of  §  32.5(g)  that  a  board  of  trade  main¬ 
tains  an  adequate  affirmative  action  pro¬ 
gram  to  secure  compliance  with  its  rules. 
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The  Commission’s  review  of  various  con¬ 
tract  markets’  enforcement  programs 
raises  serious  questions  whether  the  ini¬ 
tiation  of  additional  trading  on  certain 
contract  markets  that  may  desire  to  be 
licensed  as  domestic  commodity  option 
exchanges  would  be  consistent  with  the 
public  interest.  The  Commission  wishes 
to  underscore  its  previous  statement  that 
the  effectiveness  with  which  a  contract 
market  discharges  its  existing  surveil¬ 
lance  responsibility  will  be  a  key  factor 
in  determining  whether  the  Commission 
will  license  that  board  of  trade  to  trade 
options.  (42  FR  18248  n.  11  (April  5. 
1977).) 

In  response  to  a  number  of  comments, 
certain  clarifying  changes  are  being  pro¬ 
posed  in  !S  32.5(i),  regarding  a  board  of 
trade’s  obligation  to  demonstrate  that  its 
procedures  for  the  clearance  and  proc¬ 
essing  of  option  transactions  will  not  ad¬ 
versely  affect  the  clearance  and  process¬ 
ing  of  any  transactions  for  future  deliv¬ 
ery  conducted  on  the  board  of  trade.  The 
Ccxnmission  is  also  proposing  to  add  a 
new  §32.5(j),  which  requires  boards  of 
trade  seeking  to  be  licensed  to  adopt  and 
submit  to  the  Commission  for  its  approv¬ 
al  a  rule  requiring  that  an  executing 
floor  broker  or  floor  trader  and  clearing 
member  on  one  side  of  an  option  trans¬ 
action  match  with  the  executing  floor 
broker  or  floor  trader  and  the  clearing 
member  on  the  other  side  of  the  option 
transaction  before  such  transaction  is 
cleared  by  the  board  of  trade’s  clearing 
organization. 

The  Commission  believes  that  this 
clearing  procedure  will  insure  the  accu¬ 
rate  matching' of  trades  and  insure  that 
every  transaction  is  subject  to  the  finan¬ 
cial  integrity  of  the  clearing  member  as 
well  as  the  clearing  house.  Furthermore, 
the  four-way  match  will  provide  the 
board  of  trade  (as  well  as  the  Commis¬ 
sion)  with  the  data  and  records  neces¬ 
sary  for  accurate  transaction  reconstruc¬ 
tion,  effective  trade  practice  investiga¬ 
tion  and  surveillance,  and  reliable  eco¬ 
nomic  studies.  The  Commission  would 
welcome  comment  on  this  point. 

Several  commentators  suggested  that 
the  Commission  should  impose  a  require¬ 
ment  that,  as  a  condition  to  being  li¬ 
censed  to  trade  options,  boards  of  trade 
adopt  customer  suitability  rules  for  their 
members’  option  transactions  with  op¬ 
tion  customers.  While  the  Commission 
would  welcome  this  action  on  the  part 
of  boards  of  trade,  the  Commission  has 
recently  proposed  a  comprehensive  set 
of  proposed  customer  protection  rules  to 
be  imposed  on  commodity  professionals. 
42  FR  44742  (September  6,  1977).  These 
proposals  would  apply  to  commodity  op¬ 
tion  transactions  (both  on  and  off  do¬ 
mestic  commodity  option  exchanges)  as 
well  as  to  commodity  futures  contract 
transactions.  Included  among  these  pro¬ 
posals  is  the  requirement  that  each  com¬ 
modity  professional  be  required  to  “know 
his  customer”  and  have  reason  to  believe 
that  each  commodity  recommendation 
(including  a  recommendation  regarding 
commodity  options)  made  to  an  option 
customer  is  suitable  for  that  customer 


in  light  of  his  financial  condition.  The 
Commission  requests  comment  on  wheth¬ 
er  these  proposals  are  sufficient  to  meet 
the  numerous  customer  protection  prob¬ 
lems  which  the  Commission  has  experi¬ 
enced  with  option  trading  to  date,  or 
whether  more  exacting  requirements 
should  be  proposed  to  apply  specifically 
to  commodity  option  transactions.  The 
Commission  also  requests  further  com¬ 
ment  on  whether  a  requirement  to  adopt 
rules  similar  to  or  more  stringent  than 
tho  Commission’s  proposed  customer 
protection  rules  should  be  imposed  on 
boards  of  trade  as  a  condition  to  li¬ 
censing. 

REQUIREMENTS  IMPOSED  ON  DOMESTIC 
COMMODITY  OPTION  EXCHANGES 

Section  32.6(a)  is  proposed  to  be 
amended  expressly  to  provide  that  when 
a  domestic  commodity  option  exchange 
submits  proposed  by-laws,  rules,  regula¬ 
tions  or  resolutions  or  changes  therein  to 
the  Commission  for  approval,  the  Com¬ 
mission  is  free  to  suggest  that  these  pro¬ 
posals  be  modified  as  a  condition  to  their 
approval.  This  conforms  to  the  Commis¬ 
sion’s  present  practice  in  reviewing  con¬ 
tract  market  rules.  The  Commission  is 
also  proposing  an  amendment  to  §  32.6 
(b)  to  provide  that  Commission  repre¬ 
sentatives  be  allowed  to  copy  the  books, 
records,  minutes  and  journals  of  boards 
of  trade.  While  the  Commission  believes 
that  the  inspection  provisions  of  this  sec¬ 
tion  as  previously  proposed  necessarily 
include  the  power  to  copy  the  rec’ords  in¬ 
spected,  it  is  prcHiosing  to  make  this 
change  in  order  to  avoid  any  question  in 
this  regard.  The  Commission  also  pro¬ 
poses  to  delete  the  requirement  contained 
in  the  last  sentence  of  §  32.6(b)  as  origi¬ 
nally  proposed  that  books,  records,  min¬ 
utes  and  journals  of  proceeding  shall  be 
kepi  for  a  period  of  5  years,  since  this 
requirement  has  been  incorporated  in 
§  32.18(a) .  In  order  that  the  Commission 
be  apprised  of  developments  on  the  ex¬ 
change  more  promptly,  a  change  is  also 
proposed  in  S  32.6(d)  to  require  that  do¬ 
mestic  commodity  option  exchanges  pro¬ 
vide  the  Commission  with  copies  of  al! 
amendments  to  their  standardized  dis¬ 
closure  statements  which  are  necessary 
to  keep  current  the  information  required 
to  be  included  therein  at  the  time  the 
amended  disclosure  statement  is  first 
made  available  to  futures  commission 
merchants  for  dissemination  to  option 
customers. 

The  Commission  is  proposing  to  add  a 
new  §32.6(e>,  requiring  domestic  com¬ 
modity  option  exchanges,  in  the  case  of 
the  exercise  of  options  on  contracts  of 
sale  for  future  delivery,  to  notify  each 
option  grantor  that  has  been  assigned  a 
long  or  short  futures  position  as  a  result 
of  such  exercise.  The  Commission  be¬ 
lieves  that  option  grantors  should  be  ap¬ 
prised  promptly  of  the  exercise  of  op¬ 
tions  that  result  in  the  grantor's  entry 
into  a  futures  contract. 

The  Commission  is  also  proposing  to 
impose  specific  ongoing  requirements  on 
domestic  commodity  option  exchanges 
licensed  to  engage  in  options  on  physical 


commodities.  The  provisions  of  §  32.6(f) 
(1),  (2),  (4)  and  (5)  have  essentially 
been  adopted  from  Sections '5a(5)  and 
5(a)  (10)  of  the  Act  and  Commission  reg¬ 
ulations  17  CFR  §§  1.43  and  1.44.  The 
provisions  of  §  32.6(f)  (3)  are  essentially 
adopted  from  Commission  Regulation  17 
CFR  §  1.42,  and  differ  from  that  section 
only  in  that  the  required  exercise  notice 
information  must,  rather  than  may,  be 
provided  on  compatible  data  processing 
punched  cards,  magnetic  tapes,  magnetic 
discs,  computer  printouts  or  other  means. 

TRANSACTIONS  IN  OPTIONS  TRADED  ON  FOR¬ 
EIGN  COMMODITY  OPTION  EXCHANGES 

As  indicated  above,  the  provisions  of 
§  32.7  set  forth  the  requirements  that 
must  be  complied  with  in  connection 
with  transactions  involving  commodity 
options  originating  on  foreign  commod¬ 
ity  option  exchanges  in  existence  on  Sep¬ 
tember  1,  1976,  that  are  cleared  through 
the  ICCH  ( 132.7(a))  and  traded  on  or 
subject  to  the  rules  of  the  London  Metal 
Exchange  (S  32.7(b)).  Section  32.7(c) 
sets  forth  the  voluntary  conditions  with 
which  these  foreign  commodity  option 
exchanges  have  to  comply  in  order  that 
theii  options  be  permitted  to  be  sold  to 
option  customers  in  the  United  States, 
including  that  the  foreign  commodity 
option  exchange  provide  for  the  segrega¬ 
tion  of  option  customer  funds  as  provid¬ 
ed  in  5  32.15(b)  or  a  substantive  equiva¬ 
lent  thereto  approved  by  the  Commis¬ 
sion.  and  a  clearing  mechanism  or  sub¬ 
stantive  equivalent  thereto  approved  by 
the  Commission.  Under  the  proposed  seg¬ 
regation  requirement,  foreign  option  cus¬ 
tomer  funds  (see  §  32.1  (m) )  must  be  seg¬ 
regated  separately  from  all  other  funds 
(including  the  funds  of  futures  commis¬ 
sion  merchants  on  deposit  with  the 
clearing  organization  of  a  foreign  com¬ 
modity  exchange)  and  may  not  be  used 
by  the  clearing  organization  of  a  foreign 
commodity  option  exchange  to  offset  the 
claims  of  the  foreign  exchange  against 
the  house  account  of  a  futures  commis¬ 
sion  merchant.  Applications  for  substan¬ 
tive  equivalents  to  these  segregation  and 
clearing  organization  requirements  are 
to  be  made  by  one  or  more  futures  com¬ 
mission  merchants  engaged  in  the  offer 
and  sale  of  commodity  options  on  or  sub¬ 
ject  to  the  rules  of  the  foreign  exchanges 
involved.  In  addition,  the  Commission  is 
considering  requiring  that  futures  com¬ 
mission  merchants  engaging  in  commod¬ 
ity  option  transactions  on  foreign  com¬ 
modity  option  exchanges  enter  into 
explicit  written  agreements  with  these 
exchanges  to  provide  for  the  segregation 
Ok  customer  funds  during  the  life  of  all 
option  contracts  entered  into  with  option 
customers  in  the  United  States  which  are 
offered  and  sold  through  these  futures 
commission  merchants.  The  Commission 
specifically  requests  comment  on  this  re¬ 
quirement. 

APPLICATION  FOR  LICENSING  AS  A  DOMESTIC 
COMMODITY  OPTION  EXCHANGE 

Inasmuch  as  the  Commission  is  pro¬ 
posing  to  delete  the  requirement  that 
foreign  commodity  option  exchanges  ap- 
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ply  for  "recognition,”  §  32.8  has  been 
amended  to  delete  all  reference  to  the 
recognition  of  foreign  commodity  option 
exchanges. 

VACATION  OF  LICENSE  AS  A  DOMESTIC  COM¬ 
MODITY  OPTION  EXCHANGE 

As  is  the  case  with  §  32.8,  the  Commis¬ 
sion  has  deleted  all  reference  to  the  rec¬ 
ognition  of  foreign  commodity  option  ex¬ 
changes  from  §  32.9.  No  other  changes 
are  proposed.  One  commentator  suggest¬ 
ed  that  this  section  should  be  amended 
to  provide  that  no  domestic  commodity 
option  exchange  be  permitted  to  vacate 
its  license  to  the  detriment  of  the  holders 
of  existing  option  positions  on  such  ex¬ 
change.  The  Commission  would  not  per¬ 
mit  a  domestic  commodity  option  ex¬ 
change  to  ignore  its  existing  obligations 
to  option  customers  under  open  option 
positions  even  if  it  elects  to  cease  trading 
a  particular  opticm  contract. 

SUSPENSION  OR  REVOCATION  OP  LICENSE  AS 
A  DOMESTIC  OPTION  EXCHANGE 

Although  the  Commission  has  revised 
its  proposed  pre-trading  economic  pur¬ 
pose  teat,  it  has  retained,  with  one 
change,  the  post-trading  economic  pur¬ 
pose  test.  Several  commenters  took  issue 
with  this  provision  but  did  not  offer  spe¬ 
cific  alternative  bcues  upon  which  the 
Commission  is  to  make  a  determination 
regarding  the  economic  contribution  of 
option  trading.  As  the  Commission  stated 
hi  its  April  5  proposal  (42  FR  18248) : 

The  (Tommlasion  recognizes  that  conceptu¬ 
ally  the  option  premium  reflects  the  market’s 
valuation  of  expected  volatility  of  the  price 
of  the  imderlylng  commodity  and  that,  under 
some  circumstances,  option  positions  may 
function  partially  to  transfer  price  risk  In  a 
manner  similar  to  the  hedging  function  per¬ 
formed  by  futures  contracts.  Accordingly,  the 
Commission  intends  to  Judge  the  economic 
utility  of  option  trading  on  how  well  the  op¬ 
tion  markets  perform  these  functions.  In  this 
connection,  the  Commission  is  aware  of  argu¬ 
ments  that  some  economic  beneflts  may  be 
derived  from  the  trading  of  commodity  op¬ 
tions;  however,  it  has  Insufficient  basis  at 
present  to  substantiate  the  nature  and  mag¬ 
nitude  of  any  such  beneflts.  Consequently, 
during  the  pilot  program,  the  Commission 
Intends  to  make  a  full  study  of  the  commer¬ 
cial  use  of  option  trading  to  facilitate  the 
production,  marketing  and  processing  of 
commodities  In  Interstate  commerce,  the 
economic  effect  of  option  trading,  and  the 
public  interest  served  thereby.  If  the  Com¬ 
mission  determines  as  a  result  of  the  experi¬ 
ence  obtained  through  the  pilot  program  and 
Its  study  that  commodity  options  do  not 
make  a  positive  net  contribution  to  the  na¬ 
tional  public  interest  or  are  against  the  pub¬ 
lic  Interest  (for  example,  option  trading  bad 
a  negative  impact  on  the  functioning  of  un¬ 
derlying  futures  or  cash  markets),  the  Com¬ 
mission  would  ban  or  restrict  option  trading. 

Thus,  S  32.10(d)  permits  the  Commis¬ 
sion  after  notice  and  opportunity  for 
hearing,  to  suspend  or  revoke  the  license 
of  a  domestic  commodity  option  ex¬ 
change  if  the  option  market  for  which 
the  exchange  is  licensed  is  not  used  on 
more  than  an  occasional  basis  for  other 
than  speculative  purposes  by  producers, 
processors,  merchants  or  consumers  en¬ 
gaged  in  handling  or  utUizing  the  com¬ 
modity  (including  the  products,  by-prod¬ 


ucts  or  source  commodity  thereof)  on 
whidh  the  option  is  traded,  or  the  com¬ 
modity  imderlying  the  contract  of  sale 
for  future  delivery  on  which  the  option 
is  traded,  in  Interstate  commerce.  The 
April  5  proposal  was  more  narrow,  how¬ 
ever,  and  Imprecisely  referred  to  com¬ 
mercial  use  of  the  optical  "contract”. 
Read  literally  this  would  have  limited  this 
test  to  consideration  of  whether  option 
contracts  are  used  to  transfer  price  risk. 
Accordingly,  §  32.10(d)  was  amended  to 
reflect  the  Commission’s  broader  inten¬ 
tion  to  look  to  commercial  use  of  the  op¬ 
tion  market  as  opposed  to  just  the  option 
contract.  To  aid  the  Commission  in  mak¬ 
ing  its  determinations  regarding  this 
post-trading  economic  purpose  test,  cer¬ 
tain  recordkeeping  and  reporting  re¬ 
quirements  for  futures  commission  mer¬ 
chants  have  been  included  in  the  pro¬ 
posals  (see  S§  32.18  (c)  and  (k)  and 
§  32.22(c)). 

SUSPENSION  OR  PROHIBITION  OP  TRANSAC¬ 
TIONS  IN  OPTIONS  TRADED  ON  FOREIGN 

COMMODITY  OPTION  EXCHANGES 

Section  32.11  is  a  substitute  for  the 
previously  proposed  section  entitled 
“Suspension  or  Withdrawal  of  Recogni¬ 
tion  of  Foreign  Commodity  Option  Ex¬ 
changes”  in  the  April  5,  1977,  proposal. 
It  essentially  provides  that  the  Commis¬ 
sion  may,  after  notice  and  opportunity 
for  hearing,  prohibit,  for  such  period  as 
it  shall  determine,  the  offer  and  sale  of 
any  commodity  option  contract  in  the 
United  States  traded  on  a  foreign  ccnn- 
modity  option  exchange  if  it  determines 
that  (1)  the  foreign  commodity  option 
exchange  has  not  been  complying  with 
the  criteria  of  §  32.7(c),  (2)  the  option 
market  is  not  used  on  more  than  an  occa¬ 
sional  basis  for  other  than  speculative 
purposes  by  commercial  interests  in  the 
United  States  (see  the  discussion  above, 
regarding  the  post-trading  economic  pur¬ 
pose  test  on  domestic  commodity  option 
exchanges),  (3)  option  trading  on  the 
foreign  commodity  option  exchange  in  a 
particular  option  contract,  or  all  option 
trading  in  the  commodity  imderlying 
that  option  contract,  is  contrary  to  the 
protection  of  option  customers  in  the 
United  States  or  is  otherwise  contrary  to 
the  public  interest,  or  (4)  all  commodity 
option  trading  in  the  United  States 
should  be  prohibited  in  the  public  inter¬ 
est  or  otherwise  for  the  protection  of  op¬ 
tion  customers  in  the  United  States.  To 
assist  the  Commission  in  analyzing  the 
economic  utility  of  foreign  exchange  op¬ 
tions,  certain  recordkeeping  and  report¬ 
ing  requirements  for  futures  ccHnmission 
merchants  and  foreign  commodity  option 
exchanges  have  been  included  in  these 
proposals.  (See  §§  32.7(c)  (7),  32.18(c), 
and  32.25).  As  was  the  case  with  its 
predecessor  section,  the  Commission  be¬ 
lieves  that  these  standards  are  consistent 
with  two  of  the  basic  goals  of  the  pilot 
program  (1)  to  provide  protection  to  op¬ 
tion  customers  in  the  United  States  and 
existing  domestic  cash  and  futures  mar¬ 
kets  and  (2)  to  determine  if  option  trans¬ 
actions  on  foreign  commodity  option  ex¬ 
changes  serve  an  economic  purpose  in 
the  United  States. 


PROHIBITION  OF  TRADING  BY  PERSONS  IN 
COMMODITY  OPTIONS 

No  comments  were  received  on  this 
section  and  no  changes  were  made. 

SUPPLEMENTING  DOMESTIC  COMMODITY 
OPTION  EXCHANGE  RULES 

No  substantive  changes  were  made  to 
this  section. 

EMERGENCY  ACTION 

In  response  to  several  comments, 

§  32.14  has  been  modified  to  clarify  its 
intended  focus  on  taking  action  in  the 
options  markets.  As  previously  proposed, 
this  section  could  have  been  interpreted 
to  permit  direct  action  by  the  Commis¬ 
sion  in  the  futures  markets.  This  was  not 
the  Commission’s  intent.  The  Commis¬ 
sion’s  emergency  authority  under  S^tion 
8a(9)  of  the  Act  provides  ample  author¬ 
ity  to  take  action  in  the  futures  markets 
to  meet  market  emergencies  affecting 
those  markets. 

DISCLOSURE 

The  Commission’s  reasons  for  requir¬ 
ing  exchange  preparation  of  disclosure 
statements  for  options  traded  on  domes- 
tice  commodity  option  exchanges  have 
been  stated  above.  It  should  be  pointed 
out  that  the  Commission  considers  that 
the  basic  purpose  of  these  disclosure 
statements,  as  well  as  those  disclosure 
statements  required  to  be  disseminated 
in  connection  with  the  sale  of  foreign 
commodity  options,  is  to  afford  option 
customers  meaningful  Information  con¬ 
cerning  the  options  offered  and  the  risks 
associated  with  option  trading.  The  Com¬ 
mission  recognizes,  however,  that  dis¬ 
closure  statements  also  serve  as  a  ve¬ 
hicle  whereby  the  purveyors  of  options 
endeavor  to  demonstate  that  commodity 
options  are  an  attractive  investment. 
While  the  Commission  does  not  consider 
the  promotional  nature  of  disclosure 
statements  to  be  objecticmable  in  and 
of  itself,  the  Commission  wishes  to  stress 
that  extreme  care  should  be  taken  in 
connection  with  the  preparation  of  these 
disclosure  documents,  lest  statements  or 
representations  be  made  therein  or  be 
omitted  therefrom,  which  would  be  de¬ 
ceptive,  misleading  or  otherwise  viola¬ 
tive  of  the  Commission’s  antifraud  rule 
governing  the  offer  and  sale  of  com¬ 
modity  options. 

Certain  modifications  are  proposed  to 
be  made  to  the  disclosure  requirements 
of  §  32.15  to  incorporate  disclosure  about 
the  offer  and  sale  of  put  options  and 
options  on  physical  commodities  on  do¬ 
mestic  commodity  option  exchanges. 
Certain  other  changes  of  both  a  sub¬ 
stantive  and  technical  nature  are  pro¬ 
posed  to  be  made  in  this  section.  Those 
substantive  changes  are  as  follows: 

(1)  In  response  to  one  comment,  the 
bold-faced  statement  required  by  §  32.15 
(a)(1)  has  been  modifl^  to  delete  the 
implication  that  option  grantors  who 
own  the  futures  contract  or  the  physical 
commodity  underlying  an  option  con¬ 
tract  are  protected  against  sustaining  a 
substantial  financial  loss  in  the  event  the 
option  is  exercised.  The  bold-faced  state¬ 
ment  has  also  been  divided  into  two 
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separate  paragraphs  so  that  both  para¬ 
graphs  may  receive  equal  attention. 

(2»  One  commentator  suggested  that 
§  32.15fa)  (3)  (V)  be  modified  to  delete 
the  requirement  to  disclose  the  method 
by  which  the  premium  is  established  on 
domestic  commodity  option  exchanges. 
Since  the  Commission  has  proposed,  in 
§  32.27(b),  that  premiums  be  established 
by  open  outcry  on  domestic  commodity 
option  exchanges,  the  suggested  change 
has  been  made.  Commentators  also  sug¬ 
gested  that  the  required  discolsure  of 
the  method  by  which  the  striking  price 
is  established  on  domestic  commodity 
option  exchanges  is  also  unnecessary. 
Upon  reconsideration,  the  Commission 
believes  that  disclosure  of  this  informa¬ 
tion  in  the  case  of  both  domestic  and 
foreign  commodity  exchange  options  is 
irrelevant  to  a  prospective  option  cus¬ 
tomer’s  decision  to  buy  or  sell  an  option. 
This  requirement  has  therefore  been 
deleted  in  both  instances. 

(3)  The  Commission  has  also  deter¬ 
mined  to  delete  the  requirement  in  its 
April  5  proposal  that,  in  the  case  of  both 
domestic  and  foreign  commodity  ex¬ 
change  options,  there  be  disclosure  of 
the  option  grantor’s  obligations  to  per¬ 
form  upon  exercise  of  an  option  exer¬ 
cised  on  or  subject  to  the  rules  of  those 
exchanges.  The  Commission  believes 
that  the  disclosures  required  by  §f  32.15 
(a)  (4)  and  (b)  (3),  regarding  a  descrip¬ 
tion  of  the  domestic  and  foreign  com¬ 
modity  option  exchanges,  respectively, 
including  their  clearing  organizations  or 
the  substantive  equivalents  thereto  ap¬ 
proved  by  the  Cc«nmission,  and  an  ex¬ 
planation  of  any  clearing  house  or  ex¬ 
change  guarantees  would  achieve  essen¬ 
tially  the  same  purposes. 

(4)  Commentators  suggested  that  the 
requirement  that  the  disclosure  state¬ 
ment  include  a  complete  description  of 
the  rights  and  obligations  of  option  cus¬ 
tomers,  on  default,  or  otherwise,  was 
overly  burdensome  and  subject  to  too 
many  variables.  ITie  Commission  agrees 
and  has  deleted  this  provision.  However, 
the  Commission  wishes  to  emphasize  that 
w’here  information  not  specifically  called 
for  by  the  disclosure  requirements  would 
pose  a  material  risk  to  the  option  cus¬ 
tomer,  it  must  be  disclosed  under  §  §  32.15 
(a)(3)(ix)  and  32.15(b)  (2)  (i) . 

(5)  Disclosure  of  the  pricing  element 
in  the  case  of  foreign  commodity  ex¬ 
change  options  has  been  expanded  in 
§§  32.15(b)  (2)  (U),  32.15(d)  and  32.15(e) 
(2)  to  require  disclosure  of  any  mark¬ 
ups  on  option  premiums.  The  Cwnmis- 
sion  considers  this  information  to  be 
essential  to  option  customers  for  pur¬ 
poses  of  evaluating  the  total  cost  of  the 
option  offered.  A  requirement  has  been 
added  in  §  32.15(b)  (5)  to  require  dis¬ 
closure  of  the  address  and  telephone 
number  in  the  United  States  of  the  busi¬ 
ness  office  of  a  futures  commission  mer¬ 
chant  who  engages  in  foreign  commodity 
option  transactions.  If  different,  the  ad¬ 
dress  and  telephone  number  of  that  per¬ 
son’s  principal  business  office  is  also  re¬ 
quired  to  be  disclosed. 

(6)  Section  32.15(d)  is  proposed  to  be 
amended  to  require  disclosure,  in  the 
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case  of  foreign  commodity  option  trans¬ 
actions,  of  the  limitations,  if  any,  on  the 
transfer  of  an  option  customer  s  ac¬ 
count  to  a  futures  commission  merchant 
other  than  the  futures  commission  mer¬ 
chant  through  whom  a  commodity  op¬ 
tion  is  to  be  executed.  The  Commission 
has  received  numerous  inquiries  by,  and 
complaints  from,  option  customers  who 
have  purchased  London  options  concern¬ 
ing  their  inability  to  transfer  the^  ^- 
counts  from  one  futures  comm^sion 
merchant  to  another.  ’The  Commission 
believes  it  important  that  option  cus¬ 
tomers  know  in  advance  whether  or  not 
they  can  expect  to  incur  any  diffculties 
in  transferring  their  account. 

(7)  A  requirement  has  also  been  added 
in  §  32.15(f)  that  confirmation  of  the  ex¬ 
piration  or  exercise  of  any  commodity 
option  be  transmitted  to  option  custom¬ 
ers  within  24  hours  of  such  occurrence, 
and  include  a  description  of  the  option 
involved,  and  in  the  case  of  exercise,  the 
details  of  the  gains  and  losses  and  credits 
or  charges  which  resulted  therefrom. 
The  Commission  added  this  requirement 
because  it  believes  it  important  that  cus¬ 
tomers  receive  confirmation  of  expira¬ 
tion  and  exercise,  as  well  as  confiiroa- 
tion  of  execution  of  option  transactions, 
so  that  they  will  have  a  complete  record 
of  the  history  of  the  option  transaction. 

(8)  Section  32.15(g)  has  also  been 
added  to  provide  that  in  the  case  of  a 
controlled  account,  the  confirmation 
statements  referred  to  above  be  sent  to 
the  controller  of  the  accovint  as  well  as 
the  option  customer  if  the  futures  com¬ 
mission  merchant  knows,  or  reasonably 
should  know,  the  controller’s  identity.  An 
exception  from  furnishing  the  state¬ 
ments  to  the  option  customer  in  such 
cases  is  provided  if  the  controller  is  a 
parent,  spouse  or  child  of  the  option 
customer.  ’The  Commission  believes  that 
it  Is  important  for  both  persons  control¬ 
ling  these  accounts  as  well  as  for  persons 
for  whom  these  accounts  are  controlled 
to  receive  confirmation  of  option  trans¬ 
action  information,  so  that  both  will  be 
in  a  position  to  verify  that  trading  is 
being  conducted  in  accordance  with  their 
instructions. 

SEGREGATION 

The  basic  thrust  of  the  Commission’s 
segregation  proposals  has  been  retained 
in  its  revised  proposals.  However,  §  32.16 
has  been  substantially  mcxlifled  to  con¬ 
form  more  closely  to  the  requirements 
for  the  segregation  of  commodity  cus¬ 
tomer  fxmds  (i.e.,  customers  trading  fu¬ 
tures  contracts)  required  by  Section  4d 
(2)  of  the  Act  and  Commission  regula¬ 
tions  17  C.F.R.  S§  1.20  through  1.30  and 
to  make  the  segregation  provisions  on 
domestic- and  foreign  option  exchanges 
parallel  each  other  to  as  great  an  ex¬ 
tent  as  possible.  ’These  proposals,  of 
course,  have  been  tailored  to  apply  to 
commodity  options. 

The  segregation  proposals  for  transac¬ 
tions  on  domestic  commodity  option  ex¬ 
changes  are  contained  in  §  32.16(a). 
Those  for  foreign  commodity  option  ex¬ 
changes  are  set  forth  in  §  32.16(b) .  The 
proposals  relating  to  the  segrregation  of 


foreign  option  customer  funds  differ 
from  the  corresponding  rules  relating  to 
the  segregation  of  domestic  option  cus¬ 
tomer  fvmds  to  reflect  the  Commission’s 
determination  that  compliance  with  the 
segregation  requirements  involving  for¬ 
eign  options  is  more  appropriately  placed 
directly  upon  futures  commission  mer¬ 
chants  offering  and  selling  these  options 
rather  than  on  the  foreign  commodity 
exchanges  or  their  clearing  organiza¬ 
tions. 

With  regard  to  the  segregation  re¬ 
quirement  for  foreign  options,  the  Com¬ 
mission  stated  in  its  April  5  proposal  (42 
FR  18250) : 

This  segregation  proposal  Is  significantly 
different  from  that  Imposed  in  the  Commis¬ 
sion's  interim  regulations,  pursuant  to  which 
persons  have  been  required  only  to  segre¬ 
gate  90%  of  the  funds  received  as  payment 
of  the  purchase  price  of  the  option  from  op¬ 
tion  customers  who  purchased  options  until 
the  option  lapsed  or  was  exercised  and  all 
rights  of  option  customers  were  fulfilled.  The 
interim  regulations  did  not  cover  segregation 
of  funds  put  up  by  or  payable  to  option 
customers  who  granted  options  or  funds  ac¬ 
cruing  to  option  customers  wbo  purchased 
options  as  a  result  of  the  transaction.  How¬ 
ever,  the  Commission's  new  proposals  require 
segregation  of  these  funds  •  •  • 

In  addition,  as  stated  above,  this  seg¬ 
regation  propo-sal  requires  foreign  option 
customer  funds  to  be  segregated  sepa¬ 
rately  from  all  other  funds  held  by  a  for¬ 
eign  commodity  option  exchange  for  the 
benefit  of  an  option  customer.  The  Com¬ 
mission  believes  that  this  propo.sal  in 
combination  with  §32.7:  (1)  which  re¬ 
quires  direct  contractual  privity  between 
option  customers  and  ring  dealing  mem¬ 
bers  of  the  London  Metal  Exchange,  and, 
(2)  requires  futures  commission  mer¬ 
chants  to  be  clearing  members  of  the 
ICCH,  will  provide  protection  for  for¬ 
eign  option  customer  fimds  during  the 
term  of  an  option  contract  and  will  per¬ 
mit  option  customers  to  trace  their  op¬ 
tions,  if  need  be,  in  order  to  obtain  the 
necessary  redress,  in  the  event  the  fu- 
tiues  commission  merchant  through 
whom  they  are  dealing  fails  to  meet  its 
obligations  to  them  because  of  insol¬ 
vency  or  otherwise.  At  present,  when  op¬ 
tion  customers  purchase  an  option 
cleared  through  the  ICCH  from  a  fu¬ 
tures  commission  merchant  who  is  not  a 
clearing  member  of  the  ICCH,  the  option 
contract  is  executed  through  a  series  of 
chain  transactions,  with  the  option  con¬ 
tract  usually  being  recorded  in  an  omni¬ 
bus  account  with  an  ICCH  clearing 
member.  This  makes  it  exceedingly  dif¬ 
ficult  for  an  option  customer  to  trace  his 
option  to  that  clearing  member  in  the 
event  of  the  insolvency  of  any  person  in 
the  chain  and  obtain  performance  of  the 
option  contract.  Given  these  additional 
protections,  the  Commission  believes 
that  it  would  no  longer  be  necessary  to 
require  segregation  of  90%  of  the  pur¬ 
chase  price  of  an  option  contract  dur¬ 
ing  the  term  of  an  option. 

One  commentator  suggested  that  the 
Commission  should  make  clear  that  seg¬ 
regated  funds  representing  the  premium 
belong  to  the  grantors  of  commodity  op¬ 
tions;  another  commentator  stated  that 
these  funds  not  be  required  to  be  segre- 
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gated,  but  be  released  to  the  grantor.  The 
Commission  believes  that  the  exchanges 
should  be  free  to  treat  these  Issues,  Hie 
segregation  provisions  require  that  pre¬ 
miums  be  segregated  only  as  long  as  they 
are  payable  to  the  grantor.  The  ex¬ 
changes  would  be  free  to  establish  rules 
permitting  the  funds  to  be  paid  to  the 
grantor  at  any  time  after  the  option  is 
purchased  and  thus  be  released  from  seg¬ 
regation.  Certain  commentators  sug¬ 
gested  that  domestic  and  foreign  option 
customer  funds  should  be  allowed  to  be 
commingled  and  segregated  together,  be¬ 
cause  to  do  otherwise  would  place  a  con¬ 
siderable  administrative  burden  on  fu¬ 
tures  commission  merchants  without  any 
apparent  benefit.  Other  c<mimentators 
suggested  that  to  allow  the  commingling 
of  these  fimds  would  create  an  impossible 
accounting  burden  for  the  futures  com¬ 
mission  merchants  involved  and  be  a 
major  administrative  burden  for  the 
Commission.  The  Commission  Is  not  in  a 
position  to  judge  the  merits  of  either 
position  at  this  time,  but  in  order  to  en¬ 
sure  that  strict  control  be  exercised  over 
segregated  funds,  it  has  decided  to  retain 
the  requirement  that  foreign  and  domes¬ 
tic  option  customer  fimds  be  separately 
accounted  for.  Comment  is  again  re¬ 
quested  on  this  point.  It  was  also  sug¬ 
gested  that  domestic  option  customer 
funds  be  permitted  to  be  commingled 
with  funds  of  customers  trading  domes¬ 
tic  futures  contracts.  Hie  Commission  is 
concerned  that  this  could  have  an  ad¬ 
verse  effect  on  the  integrity  of  segregated 
futures  funds  and  Is  therefore  unwilling 
to  accede  to  this  suggestion.  P\irther- 
more,  requiring  the  separate  treatment 
of  funds  of  futures  customers  is  consist¬ 
ent  with  the  treatment  to  be  accorded 
such  funds  by  Section  4d(2)  of  the  Act. 

Hiese  proposals  differ  from  the  present 
segregation  requirements  for  customer 
fimds  held  for  commodity  futures  trans¬ 
actions  in  that  futures  commission  mer¬ 
chants  would  be  allowed  not  only  to  put 
their  own  money  into  segregation,  but 
to  put  their  own  investments  into  segre¬ 
gation  as  well  whenever  necessary  to  in¬ 
sure  that  the  net  equity  of  one  option 
customer  shall  not  be  used  to  carry  the 
commodity  option  positions  or  to  offset 
the  net  equity  of  any  other  option  cus¬ 
tomer.  The  Commission  specifically  re¬ 
quests  comment  on  this  provision. 

PROMOTIONAL  MATERIAL 

The  only  substantive  change  made  in 
§  32.17  was  to  require  that  futures  com¬ 
mission  merchants  who  are  requested  to 
furnish  or  otherwise  make  available  to 
the  Commission  their  promotional  ma¬ 
terial  shall  also  provide  the  Commission 
with  the  true  source  of  or  any  authority 
for  the  information  contained  therein 
upon  the  request  of  any  authorized 
representative  of  the  Commission.  This 
requirement  should  assist  the  Commis¬ 
sion’s  enforcement  efforts  to  ascertain 
whether  the  statements  contained  in  pro¬ 
motional  material  are  accurate. 

RECORDKEEPING 

As  with  the  segregation  requirements 
of  §  32.16,  the  recordkeeping  provisions 


contained  in  §  32.18  for  domestic  and 
foreign  option  transactions  have  been 
designed  to  parallel  each  other  as  closely 
as  possible  and,  as  indicated  in  the  Com¬ 
mission’s  April  5th  proposal,  have  been 
patterned  after  the  corresponding  rec¬ 
ordkeeping  provisions  contained  in  the 
Commission’s  regulations  (17  CFR  §§  1.- 
23,  1.27  and  1.31  through  1.39).  Most 
commentators  agreed  with  the  Commis¬ 
sion’s  approach  in  this  area.  Hie  basic 
purpose  of  these  provisions  is  to  permit 
the  Commission  to  monitor  compliance 
with  its  regulations.  These  requirements 
have,  of  course,  been  modified  as  appli¬ 
cable  to  option  transactions.  They  differ 
from  their  corresponding  futures  pro¬ 
visions  in  several  significant  respects  as 
follows: 

(1)  Section  32.18(a)  requires  that 
books  and  records  be  kept  accessible  for 
the  first  3  years  of  the  S'  years  that  such 
books  and  records  are  to  be  retained, 
rather  than  the  first  2  years  as  provided 
in  17  CFR  §  1.31,  to  coincide  with  the 
term  of  the  pilot  program.  In  addition, 
all  such  books  and  records  must  be 
available  for  copying  by  any  Commission 
representative,  which  is  not  explicitly 
provided  for  in  17  C7FR  S  1.31. 

(2)  Section  32.18(c)  concerns  the  prep¬ 
aration  of  written  records  of  option  cus¬ 
tomers’-  orders  by  futures  commission 
merchants,  and  differs  from  17  CrPR  f  1.- 
S5(a-1)  by  requiring  that  those  records 
contain  the  time  the  order  is  transmitted 
for  execution  and  the  time  the  order  1b 
reported  back  as  executed,  in  addition  to 
the  time  the  order  is  received.  Hiis  sec¬ 
tion  also  differs  from  i  1.35(a-l)  by  re¬ 
quiring  that  futures  commission  mer¬ 
chants  include  a  symbol  on  their  written 
record  of  option  customer’s  orders  indi¬ 
cating  whether  the  option  customer  is  a 
producer,  processor,  merchant  or  con¬ 
sumer  engaged  in  commercial  use  of  the 
commodity  or  futures  contract  underly¬ 
ing  the  option  purchased. 

(3)  ’The  provisions  of  §  32.18(d)  (1) 
differ  materially  from  17  CFR  §  1.35(a-l) 
(2)  in  that  the  written  record  of  any  or¬ 
der  must  be  prepared  prior  to  execution. 
There  is  no  counterpart  in  §  32.18(d)  to 
17  CFR  8  1.35(a-l)(3),  which  provides 
that  a  written  record  need  not  be  pre¬ 
pared  prior  to  execution  if  the  customer 
is  another  floor  broker  or  trader  present 
on  the  floor  at  the  time  the  order  Is  re¬ 
ceived.  Hius,  under  §  32.18(d) ,  all  orders 
regardless  of  their  source,  must  be  re¬ 
duced  to  writing  prior  to  their  execution, 

(4)  Section  32.18(e)  (3)  requires 
futures  commission  merchants  and 
clearing  members  of  domestic  commodity 
option  exchanges  to  prepare  and  main¬ 
tain  commodity  option  transaction 
journals  or  reconis  on  a  daliy  basis.  Sec¬ 
tion  32.18(e)(3)  differs  from  17  CJ.R. 
8  1.35(b)(3)  and  (c)  by  providing  that 
the  journals  or  records  show  the  com¬ 
plete  details  of  the  transaction  in  terms 
of  “each  commodity  option  customer.’’ 
In  addition,  the  clearing  member  must 
retain  records  concerning  the  identity  of 
floor  brokers,  floor  traders  and  clearing 
members.  The  Commission  believes  that 
these  requirements  will  enable  the  Com¬ 
mission  to  have  accurate  transaction  re¬ 


construction  and  more  easily  detect 
trading  abuses,  as  well  as  assist  tiie  Com¬ 
mission  in  determining  whether  to  im¬ 
pose  similar  requirements  for  futures 
trading  on  contract  markets. 

(5)  SectKm  32.18(1)  (3)  (Ui),  signifi¬ 
cantly  differs  from  17  CFIt.  8  1.33(b)  in 
that  the  statement  required  to  be  fur¬ 
nished  to  option  customers  concerning 
unrealized  profits  or  losses  on  open  cc»n- 
modity  option  transactions  must  contain 
information  calculated  for  each  open 
position  and  that  the  exemption  for 
members’  house  and  hedge  accounts  has 
been  eliminated.  Specific  cmiunent  is  re¬ 
quested  on  this  proposal. 

(6)  ’Hie  provisions  of  8  32.18  (k)  re¬ 
quire  that  the  clearinghouse  maintain  a 
single  record  which  shows  tiie  complete 
details  of  the  commodity  option  transac¬ 
tion,  incuding  requiring  the  use  of  sym¬ 
bols  to  indicate  commercial  participants 
trading  on  domestic  commodity  option 
exchanges.  Moreover,  this  record  must 
show  the  customer’s  uniform  account 
identification  number  which  the  ex¬ 
change  would  assign  that  would  identify 
specifically  the  custcxner  initiating  any 
trade  on  that  exchange  regardless  of  the 
member  through  whom  the  trade  is 
executed  or  the  commixlity  option  in¬ 
volved.  Also,  8  32.18(k)  (1)  (xii),  requires 
the  mechanically  or  electronically  veri¬ 
fied  time  of  execution  of  ccxnmodity 
option  transactions  to  at  least  the  near¬ 
est  minute  and  unlike  17  CJH.  1.35(g), 
contains  no  express  procedure  for  an  ex¬ 
change  to  a{H>ly  for  an  extensimi  of  time 
within  which  to  ccanply.  ’Hie  Commis¬ 
sion  has  often  expressed  its  belief  that 
time  identification  to  within  one  minute 
will  provide  it  with  the  data  necessary  to 
effectuate  accurate  transaction  recon¬ 
struction,  more  effective  trade  practice 
surveillance  and  more  reliable  econcnnic 
studies.  (See  41  FR  55887.) 

As  with  other  recordkeeping  require¬ 
ments  contained  in  the  proposed  regula¬ 
tions,  all  records  and  information  re¬ 
quired  to  be  kept  by  8  32.18  (k)  must  be 
maintained  and  provided  on  compatible 
data  processing  magnetic  tapes,  mag¬ 
netic  discs  or  other  medium  acceptable 
to  the  CiHnmission.  One  commentator 
suggested  that  recordkeeping  provisions 
should  include  the  maintenance  of  com¬ 
puter-generated  records  and  microfilm 
reproductions.  Hie  Commission  agrees 
with  this  comment  and  has  included  a 
provision  in  8  32.18(a)  to  this  effect.  Hie 
Commission  is  particularly  interested  in 
receiving  comments  wi  its  recordkeeping 
proposals. 

REPORTING,  INFORMATION  AND  TRADING 
REQUIREMENTS 

’The  provisions  of  88  32.19  through 
32.24  are  basically  patterned  after  17 
C.F.R.  88  1.46,  1.50  and  Parts  15,  16.  18, 
and  21  of  the  Commission’s  regulations 
pertaining  to  futures  trading.  Hiere  are 
basically  no  differences  between  8  32.19 
and  17  C.F.R.  8  1.46.  Section  32.20,  which 
was  patterned  after  17  CFR.  8  1.50  has 
been  modified  to  reduce  from  90  to  60 
days  the  time  within  which  domestic 
commodity  option  exchanges  will  be  re¬ 
quired  to  file  written  reports  with  the 
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Commission  demonstrating  that  it  con¬ 
tinues  to  comply  with  the  licensing  re¬ 
quirements  of  55  32.5  and  32.6  or  c(»i- 
ceming  selected  terms  and  conditions  of 
specified  option  contracts.  The  Commis¬ 
sion  believes  that  the  adequate  monitor¬ 
ing  of  options  trading  requires  that  this 
information  be  sulxnitted  as  promptly  as 
possible  and  that  60  days  is  a  sufficient 
amount  of  time  for  domestic  commodity 
opticm  exchanges  to  gather  the  informa¬ 
tion  it  will  be  required  to  submit  to  the 
Commission  pursuant  to  this  section.  The 
Commission  intends  to  propose  a  reduc¬ 
tion  from  90  to  60  days  in  Regulation 
§  1.50  as  well.  Sections  32.21  and  32.22 
were  essentially  patterned  after  17 
C.PJl.  Parts  15  through  17  and  differ 
from  those  sections  in  that  the  domestic 
commodity  option  exchanges  will  be  re¬ 
quired  to  collect  and  process  position  and 
trading  informaticm  on  reportable  trad¬ 
ing  in  options,  prior  to  the  filing  of  this 
information  with  the  Commission.  Thus, 
domestic  commodity  option  exchanges, 
as  part  of  their  self -regulatory  respon¬ 
sibilities,  will  be  required  to  obtain  posi¬ 
tion  and  trading  information  from 
futures  ccmimission  merchants,  foreign 
brokers,  and  members  of  the  exchanges 
who  are  not  futures  commission  mer¬ 
chants  and  provide  this  informati<m  to 
the  Commission.  These  requirements 
should  expedite  the  Oommissicm’s  mar¬ 
ket  surveillance  activities.  Of  particular 
importance  to  the  Commission  are  the 
requirements  of  5  32.22(c)  which  (1)  re¬ 
quire  domestic  commodity  option  ex¬ 
changes  to  publish  daily  information 
concerning  volume  of  (^tion  trading,  the 
number  of  options  exercised,  the  total 
number  of  (H)en  contracts  and  certain 
informaticm  concerning  the  premium 
(see  f  32.22(c)  (1) ) ,  and  (2)  require 
domestic  commodity  option  exchanges  to 
publish  a  monthly  compilatim  of  the  in¬ 
formation  referred  to  in  5  32.22(c)(1), 
and  simultaneously  file  written  reports 
to  the  Commission  on  this  infcnmation 
alcmg  with  the  monthly  trading  vcdume 
generated  by  commercial  participants 
trading  on  the  d(»nestic  c(Mnmodity 
option  exchange. 

Section  32.23  will  require  a  CPTC 
Form  40  for  all  opticm  traders  holding 
reportable  positicms  as  is  now  required 
under  17  C.PJI.  Part  18  in  the  case  of 
futures  positicms.  Form  40  will  have  to  be 
modified  slightly  to  accommcxiate  the  re¬ 
porting  requirements  of  I  32.23.  Section 
32.24,  modified  after  17  C.FJI.  §  21.02, 
permits  the  Commission,  upon  special 
call,  to  obtain  from  any  futures  com¬ 
mission  merchant,  foreign  broker,  or 
member  of  a  domestic  commcxlity  opticm 
exchange  the  details  concerning  its  com¬ 
mcxlity  option  transacticms  and  com¬ 
mcxlity  opticm  transacticms  effected  for 
its  c^ion  customers. 

The  Commission  has  also  added  a  new 
i  32.25  entitled  “Reports  by  futures 
commission  merchants".  This  section  re¬ 
quires  futures  cxxnmission  merchants 
engaged  in  option  transactions  on  foreign 
commcxlity  option  exchanges  to  sulxnit 
monthly  repents  to  the  Commissiem  cem- 
taining  Information  concerning,  among- 
other  things,  the  volume  of  option  trad¬ 


ing  (including  the  volume  generated  by 
commercial  partic^ipants) ,  open  interest, 
the  number  of  options  exercised,  the 
monthly  premium  range,  and  the  aggre¬ 
gate  purchase  price  and  premiums  for 
options  sold  during  the  month,  as  well 
as  information  concerning  the  aggregate 
equity  carried  by  option  customers  exer¬ 
cising  options  during  the  month.  These 
reports  are  similar  to  the  reports  to  be 
filed  each  month  by  domestic  commcxlity 
option  exchanges  (see  5  32.22(c)). 
These  reports  are  designed  to  both  sup¬ 
plement  and  complement  the  reports  to 
be  filed  each  month  by  foreign  commod¬ 
ity  option  exchanges  (see  5  32.7(c)(7)) 
and  will  assist  the  Commission  in  gath¬ 
ering  facts  on  the  economic  utility  of 
option  trading  during  the  test  peric>d. 

SURVEILLANCE  OF  SEGREGATION 
REQUIREMENTS 

As  was  stated  above,  the  (Commission 
is  proposing  in  5  32.26  (a)-(k)  that  do¬ 
mestic  commodity  option  exchanges 
adopt  rules  similar  to  the  segregation 
requirements  imposed  by  5  32.16(a)  (see 
5  32.5(g)  (8) )  and  audit  its  member  fu¬ 
tures  commission  merchants  for  compli¬ 
ance  with  those  requirements.  The  Com¬ 
mission  is  also  proposing  in  5  32.26(1) 
that  futures  commission  merchants 
which  are  not  members  of  domestic 
commcxlity  opticm  exchanges  and  who 
engage  in  commodity  option  transac¬ 
tions  with  option  customers  must  hire 
independent  public  accountants  to  con¬ 
duct  periodic  audits  to  determine  their 
compliance  with  the  segregation  provi¬ 
sions  of  5  32.16. 

The  requirements  to  be  imposed  on 
domestic  ccmuncxlity  option  exchanges 
are  patterned  after  those  recently  pro¬ 
posed  to  be  imposed  on  contract  markets 
to  adopt  minimum  financial  and  related . 
reporting  requirranents  with  respect  to 
their  member  futures  commission  mer¬ 
chants.  42  FR  39036  (August  1,  1977). 
In  keeping  with  that  proposal,  the  pro¬ 
posed  option  regulations  permit  one  or 
more  domestic  commcxlity  option  ex¬ 
changes  to  submit  a  plan  whereby  the 
responsibility  for  monitoring  compliance 
with  the  segregration  requirements  of  fu¬ 
tures  commission  merchants  may  be  del¬ 
egated  to  a  specific  self -regulatory 
organization. 

The  Commission  has  always  consid¬ 
ered  its  segregation  provisions,  whether 
in  the  futures  or  options  area,  as  being 
an  essential  customer  protection  which 
must  be  complied  with  by  futures  cjom- 
mission  merchants.  An  effective  audit 
program  to  monitor  compliance  with 
these  provisions  Is  pertinent  to  any  reg¬ 
ulatory  program,  especially  a  test  pro¬ 
gram  of  the  kind  now  proposed.  Srotion 
32.26(1)  provides  that  futures  commis¬ 
sion  merchants  who  are  not  members 
of  dcxnestic  commcxlity  option  exchanges 
must  hire  Independent  public  account¬ 
ants  to  conduct  periodic  audits  to  deter¬ 
mine  compliance  with  the  segregation 
provisions.  These  audits  must  be  con¬ 
ducted  at  least  six  times  during  the 
three  years  of  the  Ccxnmission’s  irilot 
program,  with  at  least  one  audit  during 
every  calendar  year,  without  prior  notice 


being  given  to  the  futures  commission 
merchants  being  audited,  and  be  in  addi¬ 
tion  to  any  annual  audits  certified  by 
independent  public  accountants.  To  as¬ 
sist  the  accoimting  commimity,  the 
Commission  will  shortly  publish  guide¬ 
lines  with  respect  to  the  auditing  prcxie- 
dures  to  be  employed  in  conducting 
these  audits.  The  Ccxnmission  considers 
these  requirements  to  be  a  reasonable 
burden  to  impose  on  those  futures  com¬ 
mission  merchants  who  are  not  members 
of  exchanges  and  who  wish  to  engage  in 
commodity  option  activity.  A  major  ob¬ 
jective  of  the  pilot  program  is  to  ensure 
customer  protection  in  this  new  indus¬ 
try.  The  Commission’s  experience  to 
date  has  amply  demonstrated  that  fi¬ 
nancially  marginal  firms  have  com¬ 
menced  option  activities,  thereby  jeop¬ 
ardizing  customers’  funds.  The  segre¬ 
gation  audit  program  is  designed  to  help 
alleviate  this  problan.  The  Commission 
wishes  to  emphasize,  however,  that  it 
will  continue  to  conduct  its  own  com¬ 
pliance  audits  but  hopes  that  the  re¬ 
quirements  of  5  32.26(1)  will  enable  the 
Commission  to  concentrate  this  facet  of 
its  audit  program  on  those  firms  that 
may  be  in  a  precarious  financial  condi¬ 
tion. 

TRADING  REQUIREMENTS 

The  provisions  of  5  32.27  correspond 
to  similar  provisions  found  in  17  CFTl 
55  1.38  (a)  and  (b)  and  55  155.1  through 
155.3.  There  is  no  provision  comparable 
to  17  CFR  5  1.39  which  permits  the 
fioor  broker  to  cross  simultaneous  buy 
and  sell  coders  of  different  principals. 
The  failure  to  Include  a  counterpart  to 
regulation  1.39  when  read  with  the  ban 
against  any  form  of  cross  trading  (see 
5  32.28)  will  iNreclude  a  broker  from  fill¬ 
ing  one  customer’s  buy  order  with  an¬ 
other  customer’s  sell  order.  The  provi¬ 
sions  of  5  32.27  (a)  through  (c)  were 
adopted  from  17  CFR  5 1.38  (a)  and 
(b)  without  material  change. 

The  provisions  of  5  32.27(d)  were 
adopted  from  17  CFR  5  155.2  with  two 
material  changes.  First,  the  Cmnmission 
will  permit  fioor  brokers  to  allocate 
trades  among  accoimts  when  such  allo¬ 
cation  is  in  accordance  with  Commission 
approved  rules  setting  forth  specific  al¬ 
location  pHiocedures.  (See  42  FR  35009 
(July  7,  1977)  wherein  the  Cwnmlssion 
proposed  to  amend  regulation  155.2(g) 
which  presently  prohibits  any  allocation 
of  trades  by  fioor  brokers).  This  would 
make  these  proposals  consistent  with 
proposed  5  155.2(g).  Second,  5  32.27(d) 
contains  no  coimterpart  to  17  CFR 
5 155.2(e)  which  pre^bits  the  floor 
broker  from  taking  the  opposite  side  of 
another  person’s  order  wi^out  that  per¬ 
son’s  prior  cons^t  and  in  conformity 
with  contract  market  rules  approved  by 
the  CcHnmission.  Therefore,  the  fl(x>r 
broker  cannot  take  the  other  side  of 
another  person’s  option  order  in  any 
instance. 

’The  explanation  and  interpretation  of 
the  trading  standards  of  17  C.F.R.  1 155 
will  likewise  {Q;>ply  to  the  relevant  sec¬ 
tions  of  propo^  5  32.27(d).  (See  41  FR 
55887  (December  23,  1976)  and  42  FR 
35(X)4  (July  7,  1977)).  The  provisions  of 
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§  32.27  are  intended  by  tiie  Commission 
to  achieve  the  purposes  of  17  CJ’.R. 
§  1.38  and  Part  155:  to  ensure  the 
pnxnpt  and  competitive  execution  of 
customer  orders  and  to  prevent  the  trad¬ 
ing  abuses  that  have  occiured  on  con¬ 
tract  markets. 

UNLAWFUL  activities;  antifraud;  and 

OPTION  TRANSACTIONS  ENTERED  INTO 

PRIOR  TO  THE  EFFECTIVE  DATE  OF  THIS 

part;  certain  subsequent  trans¬ 
actions 

Except  for  one  technical  change  in 
§  32.30,  involving  the  proposed  effective 
dates  of  the  amendments  to  Part  32,  no 
changes  were  made  to  §§  32.28,  32.29  or 
32.30. 

AMENDMENT  TO  §  1.3 

The  propKised  amendments  to  §§1.3 
(d)  and  (n)  to  amend  the  definitions 
of  “clearing  organization”  and  “floor 
broker”  were  not  changed  from  the  pre¬ 
vious  iiroposal.  The  Commission  also 
proposes  to  amend  the  definition  of  floor 
trader  in  §  1.3 (x)  to  include  a  member 
of  a  domestic  commodity  option  ex¬ 
change. 

general  , 

In  its  April  5  proposal,  the  Commis¬ 
sion  specifically  requested  comments  as 
to  the  feasibility  of  instituting  a  pro¬ 
gram  for  computerized  trading  on  option 
exchanges.  The  response  to  this  request 
has  been  mixed.  Certain  commentators 
suggested  that  computerized  trading  was 
feasible;  others  suggested  that  compu¬ 
terized  trading  could  not  realistically 
substitute  for  all  fxmctions  performed  by 
floor  brokers.  Because  of  the  di^mrate 
views  expressed,  the  Commission  again 
requests  comments  on  the  feasibility  of 
instituting  a  program  for  computerized 
trading. 

The  Commission  is  proposing  the 
repeal  of  17  C.F.R.  §  1.19,  which  pre¬ 
cludes  a  futures  ccHnmission  merchant 
from  granting  or  otherwise  assuming  fi¬ 
nancial  responsibility  for  the  fulfillment 
of  a  commodity  option  transaction.  As 
previously  Indicated  in  its  April  5  re¬ 
lease,  the  Commission  sees  no  reason  to 
continue  this  prohibition  so  long  as  per¬ 
sons  register^  as  futures  commission 
merchants  meet  strict  financial  require¬ 
ments  designed  to  prevent  their  insol¬ 
vency,  As  was  further  indicated  in 
the  April  5  release,  the  Commission  in¬ 
tends  to  amend  its  financial  rules  for 
futures  commission  merchants  imder  17 
CJJR.  §  1.17  in  time  to  accompany  the 
repeal  of  §  1.19.  The  Commission  has 
proposed  its  amendments  to  §  1.17  in 
four  stages:  the  Commission  first  pro¬ 
posed  extensive  revisions  in  the  flnancial 
reporting  requirements  imposed  upon 
futures  commission  merchants  (41  PR 
45706  (October  15,  1976) ) ;  second, 
the  Commissicm  proposed  substantial 
amendments  to  the  miniTmim  fln«.nriy.i 
standards  to  which  futures  commission 
merchants '  are  subject  (42  PR  27166 
(May  26,  1977) ) ;  third,  the  Commission 
proposed  an  improved  early  warning 
system  based  upcm  the  proposed  amend¬ 


ments  to  §  1.17  (42  PR  31740  (June  22, 
1977) ) ;  and  fourth,  as  discussed  above, 
the  CTommission  proposed  the  adc^on 
and  monitoring  of  financial  require¬ 
ments  for  member  futiu’es  commission 
merchants  (42  PR  39036  (August  1. 
1977) ) .  The  Commission  is  hopeful  that 
all  its  amendments  to  §  1.17  will  be 
adbpted  on  or  prior  to  the  implementa¬ 
tion  of  its  pilot  program.  Should  imple¬ 
mentation  of  the  amendments  to  §  1.17 
be  delayed  beyond  that  time,  the  Com¬ 
mission  will  propose  amendments  to 
§  1.17  applicable  only  to  futures  commis¬ 
sion  merchants  engaged  in  options  ac¬ 
tivities  and  adopt  them  to  coincide  with 
the  start  of  the  pilot  program. 

In  consideration  of  the  foregoing,  the 
Commission,  pursuant  to  its  authority 
contained  in  Sections  2(a)(1),  4c(a), 
4c (b)  and  8a  of  the  Act,  7  U.S.C.  2, 
6c (a),  6c(b)  and  12a  (Supp.  V,  1975, 
hereby  proposes  to  amend  Chapter  1  of 
Title  17  of  the  Code  of  Federal  Regula¬ 
tions  by  amending  §§  1.3(d),  1.3(n)  and 
1.3(x),  by  revoking  §  1.19  and  amend¬ 
ing  Part  32  as  follows : 

PART  1— GENERAL  REGULATIONS  UN¬ 
DER  THE  COMMODITY  EXCHANGE  ACT 

1.  Section  1.3(d)  is  amended  to  read 
as  follows: 

§  1.3  Definitions. 

•  •  «  *  « 

(d)  Clearing  organization.  This  term 
means  the  person  or  organization  which 
acts  as  a  medium  for  clearing  transac¬ 
tions  in  commodities  for  future  delivery 
and/or  transactions  in  ccHiunodity 
options,  or  for  effecting  settlements  of 
contracts  for  future  delivery  and/or 
commodity  option  contracts,  for  and  be¬ 
tween  members  of  any  board  of  trade. 

2.  Section  1.3  (n)  is  amended  to  read 
as  follows: 

§  1.3  Definitions. 

*  *  *  ♦  « 

(n)  Floor  ‘broker.  This  term  means 
any  person  who,  in  or  surroimding  any 
pit,  ring,  post  or  other  place  provided  by 
a  contract  market  for  the  meeting  of 
persons  similarly  engaged,  shall  piur- 
chase  or  sell  for  any  other  person  any 
commodity  for  future  delivery  on  or  subn 
ject  to  the  rules  of  any  contract  market 
and  shall  include  any  person  required  to 
register  as  a  floor  broker  under  the  Act 
by  virtue  of  Part  32  of  this  Chapter. 

3.  Section  1.3  (x)  is  amended  to  read 
as  follows: 

§  1.3  Definitimis. 

•  •  *  •  * 

(x)‘ Floor  trader.  This  term  means  a 
member  of  a  contract  market  or  do¬ 
mestic  commodity  option  exchange  who, 
on  the  exchange  floor,  executes  a  fu¬ 
tures  trade  or  a  commodity  option  trans¬ 
action  for  his  own  account  or  an  ac¬ 
count  controlled  by  him,  or  has  such  fu¬ 
tures  trade  or  commodity  option  trans¬ 
action  made  for  him. 

4.  Section  1.19  is  hereby  revoked. 

§  1.19  [Revised] 


1.  Part  32  is  amended  to  read  as  fol¬ 
lows: 

PART  32 — REGULATIONS  OF  COMMODITY 
OPTION  TRANSACTIONS 

Sec. 

32.1  Definitions. 

32.2  Prohibited  transactions. 

32.3  Unlawful  commodity  option  transac¬ 

tions. 

32.4  Exemptions. 

32.5  Licensing  of  domestic  commodity 

option  exchanges. 

32.6  Requirements  Imposed  on  domestic 

commodity  option  exchanges. 

32.7  Transactions  In  options  traded  on 

foreign  commodity  option  exchang¬ 
es. 

32.8  Application  for  licensing  as  a  do¬ 

mestic  commodity  option  exchange. 

32.9  Vacation  of  license  as  a  domestic  com¬ 

modity  option  exchange. 

32.10  Suspension  or  revocation  of  license  as 

a  domestic  commodity  option  ex¬ 
change. 

32.11  Suspension  or  Prohibition  of  transac¬ 

tions  In  options  traded  on  foreign 
commodity  option  exchanges. 

32.12  Prohibition  of  transactions  by  per¬ 

sons  in  commodity  options. 

32.13  Supplementing  domestic  commodity 

option  exchange  rules. 

32.14  Emergency  actions. 

32.15  Disclosure. 

32.16  Segregation. 

32.17  Promotional  material. 

32.18  Recordkeeping. 

32.19  Application  and  closing  out  of  off¬ 

setting  option  positions. 

32.20  Filing  of  Information  by  domestic 

commodity  option  exchanges. 

32.21  Reports — general  provisions. 

32.22  Reports  by  domestic  commodity 

option  exchanges. 

32.23  Information  to  be  furnished  by 

option  traders. 

32.24  Special  calls  for  Information  from 

futures  commission  merchants, 
foreign  brokers  and  members  of  do¬ 
mestic  commodity  option  ex¬ 
changes. 

32.25  Reports  by  futures  commission  mer¬ 

chants. 

32.26  Surveillance  of  segregation  require¬ 

ments. 

32.27  Trading  requirements. 

32.28  Unlawful  activities. 

32.29  Fraud  in  connection  with  commodity 

option  transactions. 

32.30  Option  transactions  entered  into 

prior  to  the  effective  date  of  this 
Part;  certain  subsequent  trans¬ 
actions. 

Authoritt:  Secs.  2(a)  (1),  4c(a),  4c(b),  8a, 
Commodity  Exchange  Act  (7  U.S.C.  2,  6c (a)  > 
6c(b)  and  12a  (Supp.  V,  1975)). 

§  32.1  Definitions. 

As  used  in  this  part:  (a)  “Commodity 
option  transaction”  and  “commodity 
option”  each  mean  any  transaction  or 
agreement  in  interstate  commerce  which 
is  or  is  held  out  to  be  of  the  character  of, 
or  is  commonly  known  to  the  trade  as, 
an  “option”,  “privilege”,  “indemnity”, 
“bid”,  “offer”,  “call”,  “put”,  “advance 
guaranty”,  or  “decline  guaranty”  involv¬ 
ing  any  commodity  regulated  imder  the 
Act  other  than  wheat,  cotton,  rice,  com, 
oats,  barley,  rye,  flaxseed,  grain  sor¬ 
ghums,  mill  fe^,  butter,  eggs,  onions, 
Solanum  tuberosum  (Irish  potatoes), 
wool,  wool  tops,  fats  and  oils  (including 
lard,  tallow,  cottonseed  oil,  peanut  oil. 
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soybean  oil  and  all  other  fats  and  oils) . 
cottonseed  meal,  cottonseed,  peanuts, 
soybeans,  soybean  meal,  livestock,  live¬ 
stock  prc^ucts  and  frozen  concentrated 
orange  juice; 

(b)  “United  States”  means  the  juris¬ 

dictional  entities  comprising  the  United 
States  of  America,  including  its  states, 
territories,  possessions  and  the  District 
of  Columbia;  _  . 

(c)  “Interstate  commerce”  shall  be 
construed  and  have  the  same  meaning 
as  set  forth  in  Sections  2(a)  and  2(b) 
of  the  Act; 

(d)  “Options  customer”  means  any 
person  who,  directly  or  indirectly,  pur¬ 
chases  or  grants,  or  otherwise  acquires 
or  disposes  of  any  Interest  in  a  com¬ 
modity  option  for  value,  but  shall  not 
include  (1)  for  purpose  of  §§  32.15 
through  32.17,  the  owner  or  holder  of  a 
proprietary  option  account  (as  defined  in 
§32.1(k)),  (2)  except  for  purposes  of 
§§  32.5,  32.7,  32.15(e),  (f)  and  (g),  32.16 
and  32.18,  a  person  registered  as  a  fu¬ 
tures  commission  merchant  imder  the 
Act  or  required  to  be  registered  as  a 
futures  commission  merchant  by  the  Act 
or  the  regulations  thereunder; 

(e)  “Purchase  price”  means  the  total 
actual  cost  paid  or  to  be  paid,  directly 
or  indirectly,  by  a  person  to  acquire  a 
commodity  option; 

(f)  “Premium”  means  the  money,  se¬ 
curities  or  property  paid  or  to  be  paid  to 
a  person  for  granting  a  commodity 
option; 

(g)  “Striking  price”  means  the  total 
price  at  which  a  person  may  purchase  or 
sell  the  commodity  or  the  contract  of 
sale  of  a  commodity  for  future  delivery 
which  is  the  subject  of  a  commodity 
option  (l.e.,  price  per  commodity  unit 
times  the  number  of  commodity  units) ; 

(h)  “Domestic  commodity  option  ex¬ 
change”  means  any  board  of  trade  lo¬ 
cated  in  the  United  States  licensed  by 
the  Commission  as  such  in  accordance 
with  the  provisions  of  §  32.5  of  this  Part; 

(i)  “Foreign  commodity  option  ex¬ 
change”  means  the  Metal  Market  &  Ex¬ 
change  Co.  Ltd..  London  (the  “London 
Metal  Exchange”) ,  and  any  other  board 
of  trade  located  outside  the  United 
States  and  in  existence  on  September  1, 
1976,  if  commodity  option  transactions 
effected  thereon  or  subject  to  its  rules 
are  cleared  by  the  International  Ccnn- 
modities  Clearing  House,  Ltd.,  London 
(the  “ICCH”) ; 

(j)  “Promotional  material”  includes 
(1)  any  text  of  a  standard  oral  presen¬ 
tation,  or  any  ccxnmunlcation  for  pub¬ 
lication  in  any  newsi>aper,  magazine  or 
similar  medium  or  for  broadcast  over 
television,  radio,  or  other  electronic  me¬ 
dium  which  is  disseminated  or  directed 
to  an  option  custcmier  or  prospective  (h>- 
tion  customer  concerning  a  commodity 
option  transacti(xi,  (2)  any  standardize 
form  of  report,  letter,  circular,  memo¬ 
randum,  or  publication  which  is  dissem¬ 
inated  or  directed  to  an  option  custmner 
or  prospective  cation  customer,  and  (3) 
any  other  written  material  disseminated 
or  directed  to  an  option  customer  or 
prospective  option  customer  for  the  pur¬ 


pose  of  soliciting  entry  into  an  option 
transaction,  including  and  disclosure 
statement  required  by  §  32.15. 

(k)  “Proprietary  opticm  account” 
means  a  commodity  options  trading  ac¬ 
count  carried  on  the  books  of  an  individ¬ 
ual  or  other  person  required  to  register 
as  a  futures  commission  merchant  in 
accordance  with  this  Part  for,  or  which 
is  partially  or  jointly  owned  by,  one  of 
the  persons  listed  in  §§  1.3  (y)  (i)-(viii) 
of  this  chapter; 

(l)  “Domestic  option  customer  funds” 
means  all  money,  securities  and  prc^rty 
received  by  a  futures  commission  mer¬ 
chant  or  clearing  organization  of  a  do¬ 
mestic  commodity  option  exchange  in 
connection  with  a  commodity  option 
transaction  on  or  subject  to  the  rules 
of  the  exchange: 

(i)  To  be  used  as  a  premium  for  the 
purchase  of  a  commodity  option  for  an 
option  customer, 

(il)  As  a  premiiun  payable  to  an  op¬ 
tion  customer. 

(iii)  To  guarantee  or  secure  perform¬ 
ance  of  a  commodity  option  by  an  option 
customer,  or 

(iv)  Representing  accruals  to  an  op¬ 
tion  customer. 

(m)  “Foreign  option  customer  funds” 
means  all  money,  securities  and  prop¬ 
erty  received  by  a  futures  commission 
merchant,  or  clearing  organization  of  a 
foreign  commodity  option  exchange  in 
connection  with  a  commodity  option 
transaction  on  or  subject  to  the  rules 
of  the  exchange — 

(i)  To  be  used  as  a  premium  for  the 
purchase  of  a  commodity  option  for  an 
option  customer, 

(ii)  As  a  premium  payable  to  an  op¬ 
tion  cusUxner, 

(iii)  To  guarantee  or  secure  perform¬ 
ance  of  a  commodity  option  by  an  option 
customer,  or 

(iv)  Representing  accruals  to  an  op¬ 
tion  customer. 

(n)  For  the  purposes  of  paragraphs 
(1)  and  (m)  of  this  section,  the  term 
“accruals”  shall  include,  but  shall  not 
be  limited  to,  all  money,  securities  and 
property  received  directly  or  indirectly 
by,  and  all  money  and  equities  accru¬ 
ing  to,  a  futures  commission  merchant 
from  any  clearing  organization,  whether 
of  a  domestic  or  foreign  commodity  op¬ 
tion  exchange,  or  from  any  member 
thereof  or  from  any  member  of  a  do¬ 
mestic  or  foreign  commodity  cation  ex¬ 
change,  incident  to.  or  resulting  from, 
any  commodity  option  transaction  made 
on  behalf  of  any  option  customer  on  or 
subject  to  the  rules  of  such  exchange. 

§  32.2  Prohibited  transactions. 

No  person  may  offer  to  enter  into, 
enter  into,  confirm  the  execution  of,  or 
maintain  a  position  in,  any  transaction 
in  interstate  commerce  involving: 

(a)  Wheat,  cotton,  rice,  com,  oats, 
barley,  rye,  flaxseed,  grain  sorghiuns, 
mill  feeds,  butter,  eggs,  onions,  Solanum 
tuberostun  (Irish  potatoes),  wool,  wool 
tops,  fats  and  oils  (Including  lard,  tal¬ 
low,  cottonseed  oil,  peanut  oil,  soybean 
oil  and  all  other  fats  and  oils),  cottmi- 
seed  meal,  cottonseed,  peanuts,  soybeans. 


soybean  meal,  livestock,  livestock  prod¬ 
ucts,  and  frozen  concentrated  orange 
juice,  or 

(b)  Any  contract  of  sale  of  any  com¬ 
modity  for  future  delivery  traded  on  or 
subject  to  the  rules  of  any  c(m tract  mar¬ 
ket  or  involving  the  prices  of  such  con¬ 
tracts,  except  under  the  terms  smd  con¬ 
ditions  prescribed  in  this  Part; 
if  the  transaction  is  or  is  held  out  to  be 
of  the  character  of,  or  is  commonly 
known  to  the  trade  as,  an  “option”, 
“privilege”,  “indemnity”,  “bid”,  “offer”, 
“put”,  “call”,  “advance  guaranty”,  or 
“decline  guaranty”. 

§  32.3  Unlawful  commodity  option 
transactions. 

(a)  It  shall  be  unlawful  for  any  per¬ 
son  to  offer  to  enter  into,  enter  into,  con¬ 
firm  the  execution  of,  or  maintain  a  po¬ 
sition  in,  any  commodity  option  trans¬ 
action  u^ess: 

(1)  The  commodity  option  involved  is 
traded  on  or  subject  to  the  rules  of  a 
domestic  commodity  cation  exchange 
and  by  or  through  a  member  thereof;  or 

(2)  The  commodity  option  involved 
is  traded  on  or  subject  to  the  rules  of  a 
foreign  commodity  option  exchange  and 
the  transaction  is  conducted  in  accord¬ 
ance  with  the  provisions  of  §  32.7. 

(3)  [Reserv^.l 

(b)  It  shall  be  unlawful  for  any  person 
to  accept  any  money  securities,  or  prop¬ 
erty  (or  to  extend  credit  in  lieu  thereof) 
from  an  option  customer  as  payment  of 
the  purchase  price  in  connection  with  a 
commodity  option  transaction  or  to  guar¬ 
antee  or  secure  performance  ^  of  a  com¬ 
modity  option  imless  such  person  is  regis¬ 
tered  as  a  futures  commission  merchant 
under  the  Act  and  such  registration  shall 
not  have  expired,  been  suspended  (and 
the  period  of  suspension  has  not  expired) 
or  revoked. 

(c)  It  shall  be  unlawful  for:  (1)  Any 
person  to  solicit  or  accept  orders  (other 
than  in  a  clerical  capacity)  for  the  pur¬ 
chase  or  sale  of  any  commodity  option, 
or  to  supervise  any  person  or  persons  so 
engaged,  unless  such  solicitation  occurs 
in  the  United  States  and  such  person  is: 

(1)  Registered  as  a  futures  commission 
merchant  under  the  Act,  or 

(ii)  If  such  person  is  an  individual, 
registered  as  an  associated  person  of  a 
specified  person  registered  as  a  futures 
commission  merchant  under  the  Act: 

and  such  registration  shall  not  have  ex¬ 
pired,  been  suspended  (and  the  period  of 
suspension  has  not  expired)  or  revoked: 

(2)  Any  person  registered  or  required 
to  be  registered  as  a  futiures  commission 
merchant  under  the  Act  to  permit  an¬ 
other  person  to  become  or  remain  as¬ 
sociated  with  such  person  as  a  partner, 
officer,  employee,  agent  or  representative 
(or  in  any  status  or  position  involving 
similar  fimctions)  in  any  capacity  in¬ 
volving  such  solicitation,  acceptance  or 
supervision  if  such  person  knew  or  should 
have  known  that  such  other  person  was 
not  registered  as  required  by  this  Part 
or  that  such  registration  has  expired, 
been  suspended  (and  the  period  of  sus¬ 
pension  has  not  expired)  or  revoked; 
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(3)  Any  person  in  or  in  connection 
with  the  solicitation  of  the  entry  into 
any  conunodity  option  transaction — 

(i)  To  contact  any  prospective  option 
customer  directly,  whether  in  person,  by 
telephone,  or  through  any  other  means 
of  oral  communication,  or 
•  (ii)  To  disseminate  directly  to  a  pros¬ 
pective  option  customer  any  written  pro¬ 
motional  material  that  contains  any  in¬ 
formation  other  than, 

(A)  The  name,  business  address  and 
telephone  number  of  the  person  on  whose 
behalf  the  material  is  being  disseminated 
and  who  may  be  contacted  for  further 
information,  and 

(B)  The  fact  that  commodity  options 
may  be  purchased  or  sold  through  the 
person  named  and  the  type  of  such  op¬ 
tions  that  may  be  purchased  or  sold, 

unless,  prior  to  such  contact  or  dissem¬ 
ination,  the  prospective  option  customer 
has  contacted  such  person  and  has  indi¬ 
cated  an  interest  in  purchasing  or  selling 
a  commodity  option  or  in  commodity 
options  in  general. 

(d)  It  shall  be  unlawful  for  any  per¬ 
son  in  or  surrounding  any  “pit”,  “ring”, 
“post”,  or  other  place  provided  by  a  do¬ 
mestic  commodity  option  exchange  for 
the  purchase  or  sale  of  commodity  op¬ 
tions,  or  through  the  use  of  any  compu¬ 
terized  trading  system  provided  by  a 
domestic  commodity  option  exchange,  to 
purchase  or  sell  for  any  other  person  any 
commodity  option  on  or  subject  to  the 
rules  of  such  exchange,  unless  such  per¬ 
son  is  registered  as  a  floor  broker  under 
the  Act  and  such  registratoin  shall  not 
have  expired,  been  suspended  (and  the 
period  of  suspension  has  not  expired)  or 
revoked. 

(e)  A  person  required  to  register  as  a 
futures  commission  merchant,  as  a  floor 
broker,  or  as  an  associated  person  in 
accordance  with  this  Part  which  fur¬ 
nishes  the  services  specified  in  that  por¬ 
tion  of  Section  2(a)(1)  of  the  Act  de¬ 
fining  the  term  “commodity  trading  ad¬ 
visor”  shall  not  be  included  in  the  term 
commodity  trading  advisor  if : 

(1)  At  the  time  such  services  are  fur¬ 
nished,  such  person  is  registered  as  a 
futures  commission  merchant,  as  a  floor 
broker,  or  as  an  associated  person  imder 
the  Act,  and  such  registration  shall  not 
have  expired,  been  suspended  (and  the 
period  of  suspension  has  not  expired)  or 
revoked;  and 

(2)  The  furnishing  of  such  services  is 
solely  incidental  to  the  conduct  of  such 
person’s  activities  relating  to  commodity 
option  transactions. 

(f)  A  person  already  registered  as  a 
futures  commission  merchant  under  the 
Act  need  not  reregister  as  such  in  order 
to  comply  with  this  Part,  but  shall  im¬ 
mediately  notify  the  Commission  in  writ¬ 
ing  at  the  Commission’s  principal  busi¬ 
ness  office  in  Washington,  D.C.,  specify¬ 
ing  the  date  such  person  commenced  or 
intends  to  commence  engaging 'in  activi¬ 
ties  otherwise  requiring  registration  un¬ 
der  this  section. 

(g)  A  person  already  registered  as  an 
associated  person  or  as  a  floor  broker  un¬ 
der  the  Act,  who  is  required  to  register 


as  an  associated  person  by  virtue  of  this 
Part,  need  not  register  as  such  in  order 
to  comply  with  this  Part,  but  the  person 
registered  as  a  futures  commission  mer¬ 
chant  imder  the  Act  employing  such  per¬ 
son  shall  immedately  notify  the  Commis¬ 
sion  in  writing  at  the  Commission’s  prin¬ 
cipal  business  office  in  Washington,  D.C., 
specifying  the  date  such  person  com¬ 
menced  or  intends  to  commence  engag¬ 
ing  in  activities  otherwise  requiring  reg¬ 
istration  undw  this  Part. 

(h)  A  person  already  registered  as  a 
floor  broker  under  the  Act,  need  not  re¬ 
register  as  such  in  order  to  comply  with 
this  Part,  but  shall  immediately  notify 
the  Commission  in  writing  at  the  Com¬ 
mission’s  prlncip>al  business  office  of 
Washington,  D.C.,  specifying  the  date 
each  such  person  commenced  or  intends 
to  commence  engaging  in  activities 
otherwise  requiring  registration  under 
this  Part:  Provided,  however.  If  such 
person  is  employed  by  a  person  registered 
as  a  futures  commission  merchant  under 
the  Act,  such  futures  commission  mer¬ 
chant  shall  provide  the  information. 

§  32.4  Exemptions. 

(a)  Except  for  the  provisions  of  S§  32.2 
(a),  32.2(b)  (and  the  provisions  of  this 
Part  applicable  to  transactions  referred 
to  therein)  32.12,  32.18,  32.27  and  32.28, 
the  provisions  of  this  Part  shall  not  ap¬ 
ply  to  a  commodity  option  which  is 
granted  by  a  person  and  offered  to  and 
purchased  by  a  person  each  of  which 
has  a  reasonable  basis  to  believe  that  the 
other  is  a  iMXxlucer,  processor,  or  com¬ 
mercial  user  of,  or  a  merchant  handling, 
the  commodity  which  is  the  subject  of 
the  commodity  option  transaction,  or 
the  products,  by-products  or  source  com¬ 
modity  therefore,  and  each  of  which 
enters  into  the  commodity  option  trans¬ 
action  solely  for  purposes  related  to  its 
business  as  such. 

(b)  The  Commission  may,  in  its  dis¬ 
cretion,  by  order,  upon  written  request 
or  upon  its  own  motion,  exempt  any  other 
person,  either  unconditionally  or  on  a 
temporary  or  other  conditional  basis, 
from  any  provisions  of  this  Part,  other 
than  §§  32.2(a),  32.27  or  32.28,  if  it  finds 
that  it  would  not  be  contrary  to  the  pub¬ 
lic  interest  to  grant  such  exemption. 

§  32.5  Licensing  of  domestic  commodity 
option  exchanges. 

The  Commission  may  license  any 
board  of  trade  located  in  the  United 
States  as  a  domestic  commodity  option 
exchange  when  the  Commission  deter¬ 
mines  that  trading  in  the  commodity  op¬ 
tions  for  which  the  license  is  sought  will 
not  be  contrary  to  the  public  interest  and 
the  following  conditions  and  require¬ 
ments  are  satisfied: 

(a)  Such  board  of  trade — 

(1)  Applies  for  a  license  for  trading 
“put”  and/or  “call"  options  which: 

(i)  Are  not  capable  of  being  trans¬ 
ferred,  assigned  or  otherwise  disposed  of 
other  than  on  or  subject  to  the  rules  of 
the  board  of  trade,  and 

(ii)  Do  not  provide  for  payment  of  less 
than  the  full  amount  of  the  premium  at 
the  time  the  option  is  purchased; 


(2)  In  the  case  of  options  on  contracts 
the  time  the  option  Is  purchased. 

(i)  Is  designated  as  a  contract  market 
for  the  commodity  underlying  the  con¬ 
tract  of  sale  for  future  delivery  which  is 
the  subject  of  the  option  for  which  the 
license  is  sought,  and 

(ii)  Submits,  if  so  requested  by  the 
Commission,  the  information  called  for 
by  §  1.50  of  this  chapter  (relating  to  con¬ 
tinued  compliance  with  the  conditions 
and  requirements  for  designation  as  a 
contract  market)  for  the  specified  fu¬ 
tures  contract  underlsdng  the  option  for 
which  the  license  is  sought,  and  the  Com¬ 
mission  finds  the  applicant  to  be  in  con¬ 
tinued  compliance  with  the  requirements 
for  designation  as  a  contract  market  for 
such  commodity; 

(3)  In  the  case  of  options  on  physical 
commodities : 

(i)  Is  located  at  a  terminal  market 
where  the  commodity  specified  in  the  op¬ 
tion  contract  to  be  executed  on  such 
board  is  sold  in  sufficient  volumes  and 
under  such  conditions  as  fairly  to  reflect 
the  general  value  of  the  commodity  and 
the  differences  in  value  between  the  var¬ 
ious  grades  of  such  conunodity,  and 
where  there  is  available  to  such  board 
of  trade  official  Inspection  service  ap¬ 
proved  by  the  Commission  for  the  pur¬ 
pose:  Provided,  That  any  board  of  trade 
not  so  located  shall  be  licensed  as  a 
“domestic  commodity  option  exchange” 
if  it  provides  for  the  delivery  of  the  com¬ 
modity  specified  in  the  option  contract  at 
a  delivery  point  or  points  and  upon  terms 
and  conditions  approved  by  the  Commis¬ 
sion, 

(ii)  Provides  for  the  making  and  filing 
by  the  board  of  trade  or  any  member 
thereof,  as  the  Commission  may  direct,  or 
reports  in  accordance  with  the  rules  and 
regulations,  and  in  such  manner  and 
form  and  at  such  times  as  may  be  pre¬ 
scribed  by  the  Commission,  showing  the 
details  and  terms  of  all  transactions  en¬ 
tered  into  by  the  board,  or  the  members 
thereof,  either  in  cash  transactions  or 
option  transactions  consummated  on  or 
subject  to  the  rules  of  a  board  of  trade, 
and  when  the  board  provides,  in  accord¬ 
ance  with  such  rules  and  regulations,  for 
the  keeping  of  a  record  by  the  board  or 
its  members,  as  the  Commission  may 
direct,  showing  the  details  and  terms  of 
all  cash  and  option  transactions  entered 
into  by  them,  consummated  on  or  subject 
to  the  rules  of  the  board  of  trade,  such 
record  to  be  in  permanent  form,  showing 
the  parties  to  all  such  transactions,  in¬ 
cluding  the  persons  for  whom  made,  any 
assignments  or  transfers  thereof,  with 
the  parties  thereto,  and  the  manner  in 
which  such  transactions  are  fulfilled,  dis¬ 
charged,  or  terminated, 

(ill)  Provides  for  the  prevention  of 
dissemination  by  the  board  of  trade  or 
any  member  thereof,  of  false  or  mislead¬ 
ing  or  knowingly  Inaccurate  r^xirts  con¬ 
cerning  supply,  demand  or  other  market 
information  or  conditions  that  affect  or 
tend  to  affect  the  price  of  any  commodity 
in  interstate  commerce,  and 

(iv)  Provides  for  the  prevention  of 
manipulation  of  prices  and  the  cornering 
of  any  commodity  by  any  person  trading 
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through  the  facilities  of  the  board  of 
trade; 

(4)  Demonstrates  that: 

(i)  Commercial  Interests  have  partici¬ 
pated  in  formulating  the  option  contract 
for  which  the  license  is  sought  and  have 
expressed  an  interest  in  using  such  con¬ 
tract  in  connection  with  their  businesses, 

(ii)  In  the  case  of  options  on  contracts 
of  sale  for  future  delivery,  the  volume  of 
trading  in  all  contracts  for  future  de¬ 
livery  on  the  commodity  for  which  the 
option  license  is  sought  hsis  averaged  at 
least  1000  contracts  per  week  for  the  12 
months  preceding  the  date  of  application 
for  the  license, 

(iii)  With  respect  to  the  commodity 
specified  in  the  option  for  which  the 
license  is  sought,  there  is  with  respect  to 
the  commodity  involved: 

(A)  A  readily  available  deliverable 
supply, 

(B)  Accurate  statistics  available  con¬ 
cerning  deliverable  supply, 

(C)  An  eflBciently  functioning  delivery 
system,  and 

(D)  A  reliable  mechanism  available  to 
the  public  for  determining  cash  prices  of 
such  conunodity  (cash  price  series) 

to  support  trading  in  both  commodity 
options  and,  if  applicable,  contracts  for 
future  delivery  in  that  commodity. 

(b)  The  governing  board  of  such  board 
of  trade  provides  for  making  effective  the 
final  orders  entered  pursuant  to  the  pro¬ 
visions  of  §  32.12  of  this  Part,  and  for 
compliance  in  all  other  respects  with  the 
requirements  applicable  to  such  board  of 
trade  imder  this  Part. 

(c)  Such  board  of  trade  provides: 

(1)  If  such  board  of  trade  is  a  contract 
market,  appropriate  safeguards  to  pro¬ 
tect  its  futures  markets  from  its  com¬ 
modity  option  markets  so  as  to  avoid  con¬ 
gestion,  potential  manipulation,  tape 
racing,  comers,  squeezes,  or  similar  oo' 
currences  in  such  markets;  and 

An  affirmation  that  the  proposed  op¬ 
tion  contract  cannot  be  expect^  to  have 
an  adverse  effect  on  futures  markets  in 
the  underlying  commodity  or  related 
commodities. 

(d)  Such  board  of  trade  furnishes  the 
Conunission  with  copies  of  all  by-laws, 
rules,  regulations,  and  resolutions  made 
or  Issued  by  it  or  by  its  governing  board, 
and  any  committee  or  clearing  organiza¬ 
tion  thereof,  relating  to  commodity  op¬ 
tion  transacticxis.  Including  those  which 
contain  the  terms  and  conditions  of  the 
option  contract  for  which  the  license  is 
sought. 

(e)  to  determining  whether  to  approve 
contract  terms  and  conditions,  the  Com¬ 
mission  shall  take  into  account  the  justi¬ 
fication  submitted  for  such  factors  as: 

(1)  Whether  contract  terms  and  con¬ 
ditions  reflect  normal  commercial 
practice; 

(2)  If  applicable,  the  expiration  date 
of  the  commodity  option  relative  to  the 
delivery  period  on  the  contract  of  sale 
for  future  delivery  imderl^g  the  com¬ 
modity  option; 

(3)  TTie  conditions  precedent  to  the 
exercise  of  the  conunodity  option  and  the 
method  by  which  the  option  may  be  ex¬ 
ercised; 


(4)  The  initial  margin  and  variation 
margin  requirements  and  cover  require¬ 
ment,  if  any,  for  option  grantors; 

(5)  The  nature  of  the  clearing  mech¬ 
anism  to  be  utilized  for  the  ccxnmodity 
option,  and,  if  applicable,  the  differences, 
if  any,  between  the  clearing  mechanism 
and  that  utilized  for  the  contract  of  sale 
for  future  delivery  underlying  the  option; 

(6)  Specific  notice  periods,  mdudlng 
the  periods  from  the  date  notice  of  intent 
to  exercise  an  option  is  given  until  exer¬ 
cise  is  accomplished; 

(7)  The  default  provisions  and  proce¬ 
dures  of  the  option  contract,  if  any; 

(8)  Permitted  deviations  frcwn  or  sub¬ 
stitutes  for  compliance  with  the  terms 
and  conditions  set  forth  in  paragraphs 
(e)(1)  through  (7)  of  this  section; 

(9)  Any  striking  price  series  proposed; 
and 

(10)  to  addition  to  the  terms  and  con¬ 
ditions  set  forth  in  paragraphs  (1) 
through  (9)  above,  the  following  terms 
and  conditions  with  respect  to  cmnmod- 
ity  options  on  physical  commodities: 

(1)  Quality  and  quantity  specifications 
for  the  commodity  to  be  delivered  upon 
exercise  of  the  option, 

(11)  Inspection  and/or  certification 
procedures  for  verification  of  contract 
requirements  for  delivery  eligibility, 

(ill)  Delivery  points  for  the  commodity 
upon  exercse  of  the  conunodity  option, 
including  the  tirpe  of  delivery  facility, 
geographical  location  of  delivery  point  of 
pomts  and  locational  differentials  for 
delivery  points,  if  any, 

(iv)  Negotiable  Instruments  of 
delivery, 

(v)  iStuisportation  status  at  place  of 
delivery,  and 

(vl)  Provision  for  payment  of  cost  in 
making  and  taking  deliveries  of  the  com¬ 
modity. 

(f)  Such  board  of  trade  submits  for 
the  Conunission’s  review  a  standardized 
disclosure  statement  conforming  to  the 
requirements  of  §  32.15  with  respect  to 
the  option  for  which  the  license  is 
sought. 

(g)  The  Commission  is  satisfied  that 
such  board  of  trade  maintains  an  ade¬ 
quate  affirmative  action  program  to 
secure  compliance  with  the  provisions  of 
this  Part  and  with  all  of  the  bylaws, 
rules,  regulations  and  resolutions  which 
the  board  of  trade  is  required  by  this 
Part  to  enforce.  Such  program  shall  in¬ 
clude  at  a  minimum : 

(DA  suitable  staff  consisting  of  full 
time  paid  employees,  or  persons  hired 
on  a  contract  basis,  with  no  conflict  of 
interest  (m  the  part  of  such  employees  or 
persons,  to  be  responsible  for  the  imple¬ 
mentation  and  operation  of  a  rule  en¬ 
forcement  program;  the  board  of  trade 
must  have  a  sufficient  degree  of  control 
over  such  persons  to  maintain  an  effec¬ 
tive,  continuing  program; 

(2)  Surveillance  of  futures  and  op¬ 
tions  market  activity  for  indications  of 
possible  c(mgestion  or  other  market  situ¬ 
ations  conducive  to  possible  price  distor¬ 
tions,  Including  monitoring  of 

(i)  Price  movements  and  changes  in 
price  relationships  among  the  cash,  fu¬ 
tures  and  options  markets. 


(ii)  Open  interest  and  changes  in  open 
interest, 

(iii)  Concentrations  of  positions 
among  clearing  members, 

(iv)  Volume  of  trading  and  changes 
therein, 

(V)  Deliveries  and  the  functioning  of 
the  delivery  system,  and 

(Vi)  Market  news; 

(3)  Surveillance  of  trading  practices 
on  the  floor  of  such  board  of  trade; 

(4)  Examination  of  the  books  and  rec¬ 
ords  kept  by  members  of  such  board  of 
trade  relating  to  their  business  in  com¬ 
modity  options  and  physical  commodi¬ 
ties  on  such  board  of  trade; 

(5)  Investigation  of  ccHni^aints  re¬ 
ceived  from  option  customers  concern¬ 
ing  their  accoimts  or  orders,  including, 
when  appropriate,  examination  of  rec¬ 
ords  and  documents.  Interviewing  mem¬ 
bers  and  tiieir  employees  and  agents  and 
making  whatever  other  inquiries  are 
necessary; 

(6)  Investigation  of  alleged  or  appar¬ 
ent  violations  of  the  bylaws,  rules,  reg¬ 
ulations  and  resolutions  of  such  board 
of  trade; 

(7)  A  prompt  and  effective  discipli¬ 
nary  procedure  for  any  violations  of  the 
bylaws,  rules,  regulations  and  resolutions 
of  such  board  of  trade  foimd  to  have 
been  committed,  and  the  taking  of 
prompt,  effective  action  to  prevent  or 
eliminate  market  disruption  which  shall 
provide  that: 

(i)  The  findings  are  supported  by  the 
evidence, 

(U)  The  action  is  ti^en  with  reastwi- 
able  dispatch,  and 

(iii)  to  cases  where  penalties  are  war¬ 
ranted,  the  sanctions  are  sufficient  to 
deter  future  violations  and  are  suffi¬ 
ciently  publicized ; 

(8)  A  monitoring  and  auditing  pro¬ 
gram  of  member  futures  commission 
merchants  to  determine  compliance  with 
the  segregation  requirements  adopted 
pursuant  to  §  32.26(b) .  Such  program 
must  include  at  least  four  audits  to  de¬ 
termine  compliance  with  such  segrega¬ 
tion  requirements  during  any  three-year 
period,  with  at  least  one  audit  per  calen¬ 
dar  year.  Such  audits  must  be  in  addition 
to  any  annual  audit  conducted  and  cer¬ 
tified  by  an  independent  public  ac- 
coimtant; 

(9)  Such  other  surveillance,  record 
examination  and  investigation  as  is  nec¬ 
essary  to  enforce  the  bylaws,  rules,  reg¬ 
ulations  and  resolutions  of  such  board  of 
trade;  and 

(10)  The  keeping  of  full,  complete  and 
systematic  records  stating  the  actions 
taken  xmder  the  program. 

(h)  Such  board  of  trade  provides  for 
the  general  quotation  and  dissemination 
of  bids  and  offers  and  volume  and  last 
sale  price  information  on  a  timely  basis 
with  respect  to  the  commodity  option 
contracts  for  which  licensing  is  sought 
and,  if  applicable,  with  respect  to  the 
imderlylng  futures  contract. 

(i)  Such  board  of  trade  demonstrates 
that  clearance  and  processing  of  (mtion 
transactions  on  or  subject  to  the  rules 
of  the  board  of  trade  will  not  adversely 
affect  the  clearance  and  processing  of 
any  transactions  for  future  delivery  on 
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or  subject  to  the  rules  of  the  board  of 
trade. 

(j)  With  respect  to  each  commodity 
option  to  be  traded  on  or  subject  to  the 
rules  of  the  board  of  trade,  such  board 
of  trade  adopts  and  submits  to  the  Com¬ 
mission  for  approval,  a  rule  requiring 
that  the  executing  floor  broker  or  floor 
trader  and  the  clearing  member  on  one 
side  of  the  transaction  match  with  the 
executing  floor  broker  or  floor  trader 
and  the  clearing  member  on  the  other 
side  of  the  transaction  before  such 
transaction  in  cleared  by  the  board  of 
trade’s  clearing  organization. 

(k)  Such  board  of  trade  imdertakes  to 
comply,  on  a  continuing  basis,  with  all 
the  requirements  of  this  section  and  of 
§  32.6  of  this  Part. 

§  32.6  Requirements  imposed  on  domes¬ 
tic  commodity  option  exchanges. 

Each  domestic  commodity  option  ex¬ 
change  shall — 

(a)  Submit  to  the  Commission  for  its 
approval,  in  the  same  manner  as  pro¬ 
vided  in  §  1.41  of  this  chapter  (relating  to 
the  submission  of  rules  of  a  contract  mar¬ 
ket)  ,  copies  of  all  proposed  bylaws,  rules, 
regulations  or  resolutions  relating  to 
commodity  option  transactions  made  or 
Issued  by  the  domestic  commodity  option 
exchange,  its  governing  board  or  any 
committee  or  clearing  organization 
thereof  not  less  than  thirty  days  prior 
to  the  proposed  effective  date  thereof  or 
within  such  shorter  period  of  time  as  the 
Commission  shall  permit.  No  such  bylaw, 
rule,  regulation  or  resolution,  or  pro¬ 
posed  change  therein,  shall  b^ome  ef¬ 
fective  unless  approved  by  the  Commis¬ 
sion.  The  Commission  shall  approve  the 
bylaw,  rule,  regulation,  resolution,  or 
proposed  change  therein  subject  to  such 
modifications  as  are  agreed  to  between 
the  Commission  and  the  domestic  com¬ 
modity  option  exchange,  unless  the 
Commission  determines  that  it  is  in  vio¬ 
lation  of  the  provisions  of  the  Act  or  the 
regulations  thereimder,  is  not  in  accord¬ 
ance  with  just  and  equitable  principles 
of  trade,  or  is  otherwise  inconsistent 
with  the  interests  of  option  customers 
in  the  United  States,  or  cemtrary  to  the 
public  interest,  in  which  case  the  Com¬ 
mission  shall  disapprove,  after  appro¬ 
priate  notice  and  opportunity  for  hear¬ 
ing,  the  bylaw,  rule,  regulation,  resolu¬ 
tion  or  proposed  change  therein.  Such 
approval  shall  be  made  within  thirty 
days  after  the  receipt  of  the  rule,  im- 
less  the  Commission  notifies  the  domes¬ 
tic  commodity  cqjtion  exchange  of  the 
Commission’s  inability  to  make  a  de¬ 
termination  within  such  period  of  time. 
In  the  event  the  Commission  disap¬ 
proves  a  bylaw,  rule,  regulation  or  reso¬ 
lution.  or  proposed  change  therein, 
within  thirty  davs,  it  shall  not  become 
effective,  except  upon  such  conditions  as 
the  Commission  may  prescribe.  In  sub¬ 
mitting  proposed  bylaws,  rules,  regula¬ 
tions  or  resolutions,  or  proposed  changes 
therein  to  the  Commiulon,  a  domestic 
commodity  option  exchange  may  place 
into  effect  an  operational,  administra¬ 
tive  or  temporary  emergency  rule,  or 
may  take  action  to  deal  with  a  physical 


emergency,  in  the  same  manner  and 
subject  to  the  same  terms  and  con¬ 
ditions  as  provided  in  §  1.41  of  this 
chapter. 

(b)  Keep  all  books,  records,  minutes 
and  journals  of  proceedings  of  such  do¬ 
mestic  commodity  option  exchange,  and 
its  governing  board,  and  any  committee 
or  clearing  oragnization  thereof  in  a 
manner  that  will  clearly  describe  all  mat¬ 
ters  discussed  by  such  domestic  com¬ 
modity  option  exchange,  governing 
board,  committee  or  clearing  organiza¬ 
tion  and  reveal  any  action  taken  in  such 
matters,  and  allow  inspection  and  copy¬ 
ing  at  all  times  by  any  authorized  repre¬ 
sentative  of  the  Commission  of  all  such 
books,  records,  minutes  and  journals  of 
proceedings. 

(c)  Enforce  all  bylaws,  rules,  regula¬ 
tions,  and  resolutions,  made  or  issued  by 
it  or  its  governing  board,  or  a  committee 
or  clearing  organization  thereof  relating 
to  commodity  option  transactions  on 
such  domestic  commodity  option  ex¬ 
change,  and  revoke  and  not  enforce  any 
such  bylaw,  rule,  regulation,  or  resolu¬ 
tion  made,  issued,  or  proposed  to  be 
issued,  which  has  been  disapproved  by 
the  Commission. 

(d>  Make  continually  available  for 
dissemination  by  futures  commission 
merchants  to  their  option  customers  are 
prospective  option  customers  the  stand¬ 
ardized  disclosure  statement  described  in 
Section  32.15(a)  containing  current  in¬ 
formation,  amend  the  standardized  dis¬ 
closure  statement  submitted  to  the  Com¬ 
mission  pursuant  to  §  32.5(f)  when  and 
as  necessary  to  keep  current  information 
required  to  be  Included  therein  and  pro¬ 
vide  the  Commission  with  copies  of  all 
such  amendments  at  the  time  the 
amended  standardized  disclosure  state¬ 
ment  is  first  made  avallale  to  futures 
commission  merchants  for  dissemination 
to  option  customers. 

(e)  Upon  exercise  of  each  option  on  a 
contract  of  sale  for  future  delivery,  pro¬ 
vide  notification  to  the  option  grantor 
who  has  been  assigned  a  long  or  short 
futures  position  as  a  result  of  such  ex¬ 
ercise  of  that  fact. 

(f)  In  the  case  of  options  on  physical 
commodities: 

(1)  Require  the  party  exercising  a 
commodity  option,  and  thereby  making 
or  taking  delivery  of  the  commodity 
which  is  the  subject  of  the  option  con¬ 
tract,  to  furnish  the  party  obligated  un¬ 
der  the  option  contract  to  take  or  make 
delivery,  as  the  case  may  be,  written  no¬ 
tice  of  the  date  of  delivery  at  least  one 
business  day  prior  to  such  delivery  date. 
Whenever,  after  due  notice  and  oppor- 
tvmity  for  hearing,  the  Commission  finds 
that  the  giving  of  longer  or  shorter  no¬ 
tice  of  delivery  is  necessary  to  prevent  or 
diminish  unfair  pr8w:tices  in  trading  in 
any  one  or  more  commodities  or  mar¬ 
kets,  it  shall  by  (mier  require  such  iMiger 
notice  of  delivery  (which  shall  be  not 
more  than  10  business  days)  applicable 
to  such  commodities  and  markets  as  it 
finds  will  prevent  or  diminish  imfair 
practices :  Provided,  however.  That  such 
order  shall  not  apply  to  then  existing  op¬ 
tion  contracts; 


(2)  Permit  the  delivery  of  any  com- 
modlty  on  commodity  option  ccmtracts, 
of  such  grade  or  grades,  at  such  point  or 
points  and  at  such  quality  and  locatlcmal 
price  differentials  as  will  tend  to  prevent 
or  diminish  price  manipulation,  maiicet 
congestion,  or  the  abnormal  movement 
of  such  commodity  in  interstate  com¬ 
merce.  If  the  Commission,  after  investi¬ 
gation,  finds  that  the  rules  and  regula¬ 
tions  adopted  by  a  domestic  commodity 
option  exchange  permitting  delivery  of 
any  commodity  on  commodity  (wtlon 
contracts  do  not  accomplish  the  objec¬ 
tives  of  this  paragraph,  then  the  Com¬ 
mission  shall  notify  the  exchange  of  its 
findings  and  afford  the  exchange  an  op- 
portvmity  to  make  appropriate  changes 
in  its  rules  and  regulations.  If.  within 
sevMity-flve  days  of  such  notification, 
the  exchange  fails  to  make  the  changes 
which,  in  the  Commission’s  opinion,  are 
necessary  to  achieve  the  objectives  of 
this  paragraph,  the  Commi^ion  may 
change  or  supplement  such  rules  and 
regulations  of  the  exchange  to  achieve 
these  objectives,  after  granting  the  ex¬ 
change  an  opportunity  to  be  heard:  Pro¬ 
vided,  That  any  order  issued  under  this 
F>aragraj3h  shall  not  apply  to  commodity 
option  contracts  which  are  current^ 
outstanding  and  open:  And  provided 
further.  That  no  requirement  for  an  ad¬ 
ditional  delivery  point  or  points  shall  be 
promulgated  following  hearings  until  the 
domestic  commodity  option  exchange  af¬ 
fected  has  had  notice  and  opportunity 
to  file  exceptions  to  the  proposed  order 
determining  the  location  and  number  ot 
such  delivery  point  or  points; 

(3)  Furnish  or  cause  to  be  furnished 
promptly  to  the  Commission  a  copy  of 
each  notice  to  make  or  take  delivery  of  a 
commodity  issued  by  any  member  as  ttie 
result  of  the  exercise  of  any  ccunmodlty 
option  on  or  subject  to  the  rules  of  such 
domestic  commodity  option  exchangre, 
and  also  furnish  or  cause  to  be  furnished 
promptly  to  the  Commission  a  record  of 
all  endorsements  of  such  delivery  notice 
shown  in  the  order  in  which  such  en¬ 
dorsements  were  made  and  provide  the 
required  delivery  notice  information  on 
compatible  data  processing  punched 
cards,  magnetic  tapes,  magnetic  discs, 
computer  printouts,  or  other  means; 
Provided.  That  the  format  and  coding 
structure  and  the  nature  of  the  informa¬ 
tion  contained  thereon  have  been  ap¬ 
proved  in  writing  by  the  Commission.  A 
complete  and  accurate  computer  listing 
of  any  information  supplied  via  data 
processing  media  must  also  be  provided 
by  an  officer  of  the  domestic  commodity 
option  exchange  at  the  time  information 
via  data  processing  media  is  supplied; 

(4)  File  with  the  Commission  a  list 
of  all  warehouses,  depositories  and  other 
similar  entitles,  into  which  or  out  of 
which  commodities  are  deliverable  to 
satisfy  the  exercise  of  commodity  options 
executed  on  or  subject  to  the  rules  of 
such  domestic  ccmimodity  option  ex¬ 
change,  which  list  shall  show  the  name, 
location,  and  storage  capacity  of  each 
warehouse,  depository  or  other  similar 
entity  together  with  ^e  name  and  busi¬ 
ness  address  of  the  operator  thereof.  The 
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exchange  shall  promptly  notify  the 
Commission  of  all  changes  affecting  such 
information.  Each  domestic  commodity 
option  exchange  shall  also  require  the 
operator  of  each  such  warehouse,  deposi¬ 
tory,  and  other  similar  entity,  to  fiimish 
upon  call  by  the  Commission,  a  schedule 
of  storage  charges,  handling  charges, 
and  the  annual  fire  and  other  hazard 
insurance  rates  applicable  to  such  ware¬ 
house  depository  or  other  similar  entity; 

(5)  Require  the  operators  of  ware¬ 
houses,  depositories  and  other  similar 
entities  whose  receipts  are  deliverable  to 
satisfy  the  exercise  of  commodity  options 
executed  on  or  subject  to  the  rules  of 
such  dcHnestic  commodity  option  ex¬ 
change: 

(i)  To  keep  records  showing  by  kind, 
by  class  and  by  grade,  the  stocks  of  each 
commodity  in  which  c(xnmodity  options 
are  traded  on  such  domestic  ccxnmodity 
option  exchange,  that  are  stored  in  such 
warehouses,  depositories  and  other  sim¬ 
ilar  entities.  Including  lots  and  parcels 
stored  specially  or  sep>arately  or  in  spe¬ 
cially  leased  space  of  the  war^ouse. 
depository  or  other  similar  entity; 

(ii)  Upon  call  from  the  Commi^on, 
to  report  the  stocks  of  ccHnmodities  In 
such  warehouses,  depositories  and  oUier 
similar  entities  and  to  furnish  informa¬ 
tion  concerning  stocks  of  each  commod¬ 
ity  in  which  commodity  cations  are 
traded  on  such  dcxnestic  commodity  op¬ 
tion  exchange,  that  are  about  to  be 
transferred  or  are  in  the  tux)ces8  of  be¬ 
ing  transferred,  or  otherwise  moved  into 
or  out  of  such  warehouses,  d^TOsitories 
and  other  similar  oitities,  as  well  as  any 
other  information  c<nicerning  cbnunodl- 
ties  stored  in  such  war^ouses,  deposi¬ 
tories  and  other  similar  entities  and  that 
are  or  may  be  available  for  delivery  upon 
exercise  of  commodity  <H)tions;  and 

(ill)  To  permit  visitation  of  the  lu'em- 
ises  and  inspection  of  the  books  and  rec¬ 
ords  of  such  warehouses,  depositories 
and  other  similar  entities  by  duly  au¬ 
thorized  representatives  of  the  Commis¬ 
sion,  and  to  keep  all  bo<^,  records,  pa¬ 
pers,  and  memoranda  relating  to  the 
storage  and  warehousing  of  commodities 
in  such  warehouse,  depository  or  other 
similar  entity  for  a  period  of  five  years 
from  the  date  thereof; 

(g)  F\imish  such  information  relating 
to  commodity  option  transactions  ef¬ 
fected  on  or  subject  to  the  rules  of  the 
exchange  as  the  Commissicm  may  from 
time  to  time  request. 

§  32.7  Transactions  in  options  traded  on 
foreign  commodity  option  exchanges. 

(a)  Any  person  engaged  in  any  activ¬ 
ity  requiring  registration  as  a  futures 
commission  merchant  under  this  Part 
with  respect  to  any  commodity  opticm 
traded  on  or  subject  to  the  niles  of  a 
foreign  commodity  option  exchange  thak 
is  or  is  to  be  cleared  by  the  ICCH  shall 
be  a  clearing  member  of  the  ICCH. 

(b)  Any  person  engaged  in  any  activ¬ 
ity  requiring  registratiMi  as  a  futures 
commission  merchant  or  as  an  associ¬ 
ated  person  imder  this  Part  with  respect 
to  any  cwnmodity  option  traded  on  or 
subject  to  the  rules  of  the  London  Metal 


Exchange  shall  execute  or  secure  the 
execution  of  the  order  for  such  commod¬ 
ity  opticm  only  with  a  ring-dealing  mem¬ 
ber  of  the  Londcm  Metal  Exchange.  Each 
option  custcmier  who  purchases  such  an 
option  shall  be  provided  with  a  stand¬ 
ardized  London  Metal  Exchange  option 
contract  between  the  option  customer 
and  the  ring-dealing  member  of  the 
London  Metal  Exchange  with  whcxn  the 
order  was  executed  obligating  the  ring¬ 
dealing  member,  in  the  event  the  option 
is  exercised,  to  perform  or  guarantee 
performance  of  all  obligations  to  the  (H>- 
ticm  custcmier  under  the  option  contract. 
Such  option  contract  shall  be  furnished 
to  the  option  customer  by  the  perscm 
soliciting  or  accepting  the  order  therefor 
not  later  than  10  business  days  after  ex¬ 
ecution  of  the  cmtion  cm  the  London 
Metal  Exchange. 

(c)  In  connection  with  a  commodity 
option  traded  on  or  subject  to  the  rules 
of  a  foreign  commodity  option  exchange, 
no  person  shall  solicit  or  accept  orders 
for,  or  accept  any  money,  securities  or 
property  (or  extend  credit  in  lieu  there¬ 
of)  from  an  option  customer  as  payment 
of  the  purchase  price,  or  to  margin, 
guaranty  or  secure  peiformance  of,  the 
ccmimcxllty  cmtion,  or  supervise  any  per¬ 
son  or  persons  so  engaged,  unless  the 
foreign  ccxnmodity  opticm  exchange: 

(1)  Provides  for  the  treating  and 
dealing  of  all  foreign  cmtkm  customer 
fimds  of  cmticm  customers  loc^ated  in  the 
United  States  as  provided  in  I  32.16(b), 
or  provides  a  substantive  equivalent 
thereto  approved  by  the  Commission 
upon  aimlication  of  cme  or  more  futures 
commission  merchants  engaged  in  the 
offer  and  sale  of  such  commodity  op¬ 
tions; 

(2)  Provides  a  clearing  mechanism,  or 
a  substantive  equivalent  thereto,  for 
commodity  option  transactions  effected 
for  the  account  of  option  customers  in 
the  United  States,  approved  by  the  Com¬ 
mission  upon  application  of  one  or  more 
futures  commission  merchants  engaged 
in  the  offer  and  sale  of  such  commodity 
options; 

(3)  Voluntarily  provides  for  the  gen¬ 
eral  quotation  and  dissemination  of  bids 
and  offers  and  volume  and  last  sale  price 
Information  in  the  United  States  on  a 
timely  basis  with  respect  to  commodity 
options  traded  on  or  subject  to  the  rules 
of  the  foreign  commodity  options  ex¬ 
change  which  are  offered  to  option  cus¬ 
tomers.  in  the  United  States  and  with 
respect  to  the  underlying  futures  con¬ 
tracts  and  cash  commodities; 

(4)  Voluntarily  furnishes  the  Commis¬ 
sion  with  copies  of  the  terms  and  condi¬ 
tions  of  the  commodity  option  contracts 
traded  on  or  subject  to  the  rules  of  the 
foreign  commodity  option  exchange 
which  are  offered  to  option  customers  in 
the  United  States; 

(5)  Voluntarily  furnishes  the  Commis¬ 
sion  with  copies  of  any  proposed  change 
in  any  term  or  condition  of  any  com¬ 
modity  option  contract  traded  on  or  sub¬ 
ject  to  the  rules  of  the  foreign  commod¬ 
ity  option  exchange  which  are  offered 
to  option  customers  in  the  United  States 


not  less  than  ten  days  prior  to  the  pro¬ 
posed  effective  date  thereof; 

(6)  Is  authorized  or  its  clearing  or¬ 
ganization  is  authorized  in  writing  by 
such  person  to  provide  the  Commission 
upon  its  request  with  any  information 
concerning  commodity  option  transac¬ 
tions  effected  by  or  on  behalf  of  such  per¬ 
son  or  such  person’s  option  customer  ac- 
coimts  on  or  subject  to  the  rules  of  the 
foreign  commodity  option  exchange. 

(7)  Voluntarily  furnishes  on  a  monthly 
basis  the  following  information  to  the 
Commission,  not  later  than  the  tenth 
business  day  following  the  month  to 
which  the  information  relates,  concern¬ 
ing  each  commodity  option  contract 
traded  on  or  subject  to  the  rules  of  the 
foreign  commodity  option  exchange  and 
offered  to  option  customers  in  the  United 
States: 

(i)  The  total  monthly  trading  volume; 

(ii)  The  total  number  of  options  ex¬ 
ercised  dvu-Ing  the  month; 

(ill)  The  total  number  of  open  con¬ 
tracts  as  of  the  last  business  day  of  the 
month; 

(iv)  The  high  and  the  low  pranium 
during  the  month; 

(v)  Such  other  information  as  the 
Commission  shall  from  time  to  time  re¬ 
quest. 

S  32.8  Application  for  licensing  as  a 
domestic  conunodity  option  ex¬ 
change. 

(a)  Any  board  of  trade  desiring  to  be 
licensed  as  a  domestic  conunodity  option 
exchange  shall  make  application  to  the 
Conunission  and  accompany  the  same 
with  a  written  showing  that  it  meets  the 
conditions  set  forth  in,  and  provides  all 
the  information  and  materials  required 
by,  S  32.5. 

(b)  The  Commission  shall  not  refuse 
to  license  any  board  of  trade  as  a  domes¬ 
tic  commodity  option  exchange  without 
affording  such  board  of  trade  an  oppor- 
timity  for  a  hearing  before  the  Com¬ 
mission. 

(c)  The  effective  period  for  a  license 
as  a  domestic  commodity  option  ex¬ 
change  xmder  this  Part  shall  be  for  a 
period  not  to  exceed  three  years  from  the 
effective  date  of  this  paragraph,  or  for 
such  shorter  period  as  the  Commission 
shall  determine. 

§  32.9  Vacation  of  license  as  a  domestic 
commodity  option  exchange. 

Any  board  of  trade  may  have  its  li¬ 
cense  as  a  domestic  commodity  option 
exchange  vacated  and  set  aside  by  giving 
notice  in  writing  to  the  Commission, 
which  notice  shall  be  submited  at  least 
90  days  prior  to  the  date  set  forth 
therein  as  the  date  when  the  vacation  of 
the  license  shall  take  effect.  Upon  receipt 
of  such  notice  the  Commi^ion  shall 
forthwith  order  the  vacation  of  the  li¬ 
cense  of  such  board  of  trade  as  a  domes¬ 
tic  commodity  option  exchange,  effective 
upon  the  date  set  forth  in  the  notice,  and 
shall  forthwith  send  a  copy  of  the  notice 
and  its  order  to  all  other  domestic  com¬ 
modity  option  exchanges.  Prom  and  after 
the  date  upon  which  the  vacation  became 
effective  the  said  board  of  trade  may 
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thereafter  be  licensed  again  as  a  do¬ 
mestic  commoditsr  option  exchange  only 
by  making  application  to  the  Commis¬ 
sion  in  the  manner  provided  in  this  Part 
for  an  original  application. 

§  32.10  Suspension  or  revocation  of  li¬ 
cense  as  a  domestic  commodity  op¬ 
tion  exchange. 

The  Commission  may,  after  notice  and 
opportunity  for  hearing,  suspend  or  re¬ 
voke  the  license  of  any  board  of  trade 
as  a  domestic  commodity  option  ex¬ 
change  in  an  option  contract  for  which 
it  is  licensed  if  the  Commission  deter¬ 
mines  that: 

(a)  Cause  exists  which  would  warrant 
a  denial  of  a  license  under  §  32.5; 

(b)  The  domestic  commodity  option 
exchange  is  violating  or  has  violated  any 
of  the  provisions  of  §  32.6; 

(c)  The  domestic  commodity  option 
exchange,  or  any  director,  oflBcer,  agent 
or  employee  thereof,  otherwise  is  violat¬ 
ing  or  has  violated  any  of  the  provisions 
of  the  Act,  or  any  of  the  rules,  regula¬ 
tions,  or  orders  of  the  Commission  there¬ 
under; 

(d)  The  option  market  Is  not  used  on 
more  than  an  occasional  basis  for  other 
than  speculative  purposes  by  producers, 
processors,  merchants  or  consumers  en¬ 
gaged  in  handling  or  utilizing  the  com¬ 
modity  (including  the  products,  by-prod¬ 
ucts  or  source  commodity  thereof)  on 
which  the  option  is  traded,  or  the  com¬ 
modity  underlying  the  contract  of  sale 
for  future  delivery  on  which  the  option 
is  traded,  in  interstate  ccmimerce; 

(e)  Option  trading  on  the  domestic 
commodity  option  exchange  in  that  con¬ 
tract,  or  all  option  trading  in  the  com¬ 
modity  underlying  that  contract.  Is  con¬ 
trary  to  the  protection  of  option 
customers  or  the  underlying  futures  or 
cash  markets,  or  is  otherwise  contrary  to 
the  public  interest;  or 

(f)  All  commodity  option  transactions 
in  the  United  States  should  be  prohibited 
for  any  reason  consistent  with  the  pub¬ 
lic  interest  or  for  the  protection  of  op¬ 
tion  customers. 

§  32.11  Suspension  or  prohibition  of 
transactions  in  options  traded  on  for¬ 
eign  commodity  option  exchanges. 

The  Commission  may,  after  notice  and 
opportunity  for  hearing,  suspend  for 
such  period  as  it  shall  determine,  or  pro¬ 
hibit  the  offer  or  sale  of  any  commodity 
option  contract  in  the  United  Stat^ 
which  is  traded  on  or  subject  to  the  rules 
of  a  foreign  commodity  option  exchance 
if  it  determines  that: 

(a)  The  foreign  commodity  option  ex¬ 
change  does  not  satisfy  the  criteria  set 
forth  in  S  32.7(c)  of  this  Part; 

(b)  The  option  market  is  not  used  on 
more  than  an  occasional  basis  for  other 
than  speculative  purposes  by  producers, 
processors,  merchants  or  consumers  in 
the  United  States  engaged  in  handling 
or  utilizing  the  commodity  (including  the 
products,  by-products  or  soimse  com¬ 
modity  thereof)  on  which  such  option  is 
traded,  or  the  commodity  underlying  the 


contract  of  sale  for  future  delivery  on 
which  the  option  is  traded,  in  interstate 
commerce; 

(c)  Option  trading  on  the  foreign  com¬ 
modity  option  exchange  in  that  contract, 
or  all  option  trading  in  the  commodity 
underlying  that  contract,  is  contrary  to 
the  protection  of  option  customers  in  the 
United  States  or  is  otherwise  contrary 
to  the  public  interest;  or 

(d)  All  commodity  option  transactions 
in  the  United  States  should  be  prohibited 
for  any  reason  consistent  with  the  public 
interest  or  for  the  protection  of  option 
customers  in  the  United  States. 

§  32.12  Prohibition  of  transactions  by 
persons  in  commodity  cations. 

If  the  Commission  has  reason  to  be¬ 
lieve  that  any  person  is  violating  or  has 
violated  any  of  the  provisions  of  the  Act 
or  of  the  rules,  regulations,  or  orders  of 
the  Commission  thereiuider,  it  may,  in 
accordance  with  the  procedures  provided 
in  paragraph  (b)  of  Section  6  of  the  Act, 
prohibit  such  person  from  offering  to 
enter  into,  entering  into,  confirming  the 
execution  of,  or  maintaining  a  position 
in,  any  commodity  option  transaction  in 
the  United  States  and  require  all  do¬ 
mestic  commodity  option  exchanges  to 
refuse  such  person  all  trading  privileges 
thereon  for  such  period  as  may  be  speci¬ 
fied  in  the  Conunission’s  order. 

§  32.13  Supplementing  domestic  com¬ 
modity  option  exchange  rules. 

The  Commission  may  alter  or  supple¬ 
ment  the  rules  and  practices  of  a  domes¬ 
tic  commodity  option  exchange,  its  gov¬ 
erning  board,  or  any  committee  or  clear¬ 
ing  organization  thereof,  by  rule  or  regu¬ 
lation  or  by  order  if,  after  making  a  re¬ 
quest  in  writing  to  the  domestic  commod¬ 
ity  option  exchange  that  such  exchange 
effect  specified  changes  in  such  rules  and 
practices  and  after  affording  appropriate 
notice  and  an  opportunit  for  a  hearing, 
it  determines  that  such  domestic  com¬ 
modity  option  exchange,  its  governing 
board,  or  any  committee  or  clearing  or¬ 
ganization  hereof,  has  not  made  the 
changes  so  requested,  and  that  such 
changes  are  necessary  or  appropriate  for 
the  protection  of  option  customers,  per¬ 
sons  producing,  handling,  processing  or 
consigning  any  commodity  which  is  the 
subject  of  a  commodity  option  transac¬ 
tion  on  such  domestic  commodity  option 
exchange,  or  the  products  or  by-products 
thereof,  or  for  the  protection  of  the  un¬ 
derlying  futures  or  cash  markets,  includ¬ 
ing  persons  trading  thereon,  or  to  insure 
fair  dealing  in  commodity  options  traded 
on  such  domestic  commodity  option  ex¬ 
change. 

§  32.14  Emergency  actions. 

The  Commission,  whenever  it  has  rea¬ 
son  to  believe  that  an  emergency  or  po¬ 
tential  emergency  exists  which  threaterls 
the  interests  of  ontion  or  commodity 
customers  in  the  United  States  or  jeopar¬ 
dizes  the  orderly  functioning  of  the  op¬ 
tions  or  futures  market  in  the  United 
States,  may  take,  and  direct  others  to 


take,  such  action  in  the  options  markets 
as,  in  the  Commission’s  judgment,  is 
necessary  to  protect  such  interests,  or  to 
maintain  or  restore  orderly  trading  in, 
or  liquidation  of,  any  commodity  option 
contract  or  any  contract  for  the  sale  of 
a  commodity  for  future  delivery,  includ¬ 
ing  suspending  th'e  further  offer  and  sale 
of  such  option  contract  in  the  United 
States  for  such  period  as  the  Commis¬ 
sion  shall  determine. 

§  32.15  Disclosure. 

(a)  Except  as  provided  in  paragraph 

(c)  of  this  section,  prior  to  entry  into  the 
purchase  or  sale  of  a  commodity  option 
on  or  subject  to  the  rules  of  a  domestic 
commodity  option  exchange,  each  option 
customer  or  prospective  option  customer 
shall  be  furni^ed  with  a  dated  copy  of  a 
disclosure  statement  by  the  person  so¬ 
liciting  or  accepting  the  order  therefore. 
The  disclosure  statement  shall  be  pre¬ 
pared  by  the  domestic  commodity  option 
exchange  and  contain  then  current  in¬ 
formation  concerning  the  exchange  and 
the  options  traded  thereon,  including  the 
following: 

(1)  The  following  boldface  statements 
in  the  following  form  in  ten  point  tsre 
on  the  first  page: 

BECAUSE  OP  THE  VOLATILE  NATURE  OP 
THE  COMMODITIES  MARKETS,  THE  PUR¬ 
CHASE  AND  GRANTINO  OP  COMMODITY 
OPTIONS  INVOLVE  A  HIGH  DEGREE  OP 
RISK  AND  ARE  NOT  SUITABLE  POR  MANY 
MEMBERS  OP  THE  PUBLIC.  SUCH  TRANS¬ 
ACTIONS  SHOULD  BE  ENTERED  INTO 
ONLY  BY  PERSONS  WHO  HAVE  READ  AND 
UNDERSTAND  THIS  DISCLOSURE  STATE¬ 
MENT  AND  WHO  UNDERSTAND  THE  NA¬ 
TURE  AND  EXTENT  OP  THEIR  RIGHTS 
AND  OBLIGATIONS  AND  OP  THE  RISKS 
INVOLVED  IN  THE  OPTION  TRANSAC¬ 
TIONS  COVERED  BY  THIS  DISCLOSURE 
STATEMENT.  A  PERSON  SHOULD  NOT 
PURCHASE  A  COMMODITY  OPTION  UN¬ 
LESS  HE  IS  ABLE  TO  SUSTAIN  A  TOTAL 
LOSS  OP  THE  PREamiM  AND  TRANSAC- 
TtON  COSTS  OP  PURCHASING  THE  OP¬ 
TION.  A  PERSON  SHOULD  NOT  GRANT  A 
COMMODITY  OPTION  UNLESS  HE  IS  ABLE 
TO  SUSTAIN  A  SUBSTANTIAL  PINANCHAL 
LOSS. 

THESE  COMMODITY  OPTIONS  HAVE  NOT 
BEEN  APPROVED  OR  DISAPPROVED  BY 
THE  COMMODITY  FUTURES  TRADING 
COMMISSION  NOR  HAS  THE  COMMISSION 
PASSED  UPON  THE  ACCURACY  OR  ADE¬ 
QUACY  OP  THIS  STATEMENT.  ANY  REP¬ 
RESENTATION  TO  THE  CONTRARY  IS  A 
VIOLATION  OP  THE  COMMODITY  EX¬ 
CHANGE  ACrr  AND  THE  REGULATIONS 
THEREUNDER. 

(2)  A  statement  to  the  effect  that:  (i) 
Specific  market  movements  of  the  com¬ 
modities  or  contracts  of  sale  for  future 
delivery  underlying  the  commodity  op¬ 
tions  being  offered  cannot  be  accurately 
predicted, 

(il)  The  grantor  of  a  call  option  who 
does  not  own  the  futures  contract  or 
physical  commodity  required  to  be  deliv¬ 
ered  upon  exercise  of  thd  option  is  sub¬ 
ject  to  risk  of  loss  should  the  price  of  the 
imderlying  futures  contract  or  physical 
commodity  increase  by  an  amoimt  in  ex- 
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cess  of  the  premium,  less  transaction 
costs, 

(ill)  The  grantor  of  a  call  option  who 
owns  the  futures  contract  or  physical 
commodity  underlying  the  option  is  sub¬ 
ject  to  the  full  risk  of  his  imderlying  po¬ 
sition;  In  exchange  for  the  premium,  so 
long  as  he  remains  obligated  under  the 
option  contract,  he  has  given  up  an  op¬ 
portunity  for  gain  resulting  from  an  In¬ 
crease  in  the  price  of  the  underlying  fu¬ 
tures  contract  or  physical  commodity 
above  the  price  at  which  the  option  may 
be  exercised, 

(iv)  The  grantor  of  a  put  option  is  sub¬ 
ject  to  risk  of  loss  should  the  price  of  the 
underlying  futures  contract  or  physical 
commodity  decrease  by  an  amount  in  ex¬ 
cess  of  the  premium,  less  transaction 
costs; 

(3)  A  description  of  the  commodity 
options  being  offered  including;  (i)  The 
nature  and  t3rpe  of  the  contracts. 

(ii)  The  actual  commodities  and/or 
futures  contracts  which  are  the  subject 
of  the  options, 

(iii)  The  total  quantity  and  quality  of 
the  commodities  which  may  be  pur¬ 
chased  or  sold  upon  exercise  of  the  com¬ 
modity  options  being  offered  or  which 
imderlie  the  contracts  of  sale  for  future 
delivery  which  may  be  purchased  or  sold 
rnpcm  exercise  of  the  opticms, 

(iv)  The  duration  of  the  option  c(m- 
tracts, 

(V)  A  general  description  of  the  ele¬ 
ments  which  may  comprise  the  purchase 
price  to  be  charged  including  the  pre¬ 
mium.  commissions,  costs,  fees  and  other 
charges; 

(vl)  A  general  description  of  any  and 
all  costs  in  addition  to  the  purchase  price 
which  may  be  incurred  by  an  option  cus¬ 
tomers  if  the  commodity  option  is  exer¬ 
cised,  including,  but  not  limited  to.  ttie 
amount  of  storage  interest,  commissions 
(whether  denominated  as  sales  commis¬ 
sions  or  otherwise) ,  and  all  similar  fees 
and  charges  which  may  be  incurred, 

(vil)  The  procediutd  requirements  for 
exercise  of  the  optical  ccmtracts  being 
offered, 

(viii)  A  clear  explanation  of  any  force 
majeure  clause  contained  in  the  optical 
contracts,  and 

(ix)  A  general  description  of  any 
material  risks  involved  in  the  optical 
transactions  not  included  in  the  state¬ 
ments  required  by  paragraphs  (a)(1). 
and  (a)  (2)  of  this  section; 

(4)  A  general  description  of  the 
domestic  comodity  optical  exchange  on 
which  the  options  are  traded,  including 
the  operaticai  of  the  clearing  mechanism 
and  an  explanation  of  any  clearing  orga¬ 
nization  guarantees;  and 

(5)  If  the  commcxlity  optical  is  in¬ 
capable  of  being  liquidated  by  an  off¬ 
setting  transaction  on  or  subject  to  the 
rules  of  the  domestic  ccanmodity  option 
exchange  on  which  it  is  traded,  a  state¬ 
ment  to  the  effect  that  (i)  the  price  of 
the  ccanmcxlity  or  contract  of  sale  for 
future  delivery  underlsdng  the  option 
must  either  rise  above  cm*  fall  below  (as 
the  case  may  be)  the  striking  price  by  an 
amount  in  excess  of  the  sum  of  the  pre¬ 
mium  and  all  other  costs  incurred  in 


entering  into  and  exercising  the  ccan¬ 
mcxlity  option  in  order  for  the  option 
customer  to  realize  a  profit  on  the  option 
transaction,  and  (ii)  an  option  customer 
will  be  imable  to  sell  any  option  pur¬ 
chased  in  any  market  to  recover  any  of 
the  purchase  price,  but  rather  may  only 
liquidate  by  exercising  an  edition  before 
the  expiration  date  of  the  option. 

(b)  Except  as  provided  in  peuagraph 

(c)  of  this  section,  prior  to  the  entry 
into  a  commodity  option  transaction  for 
the  purchase  or  sale  of  a  ccxnmodity  op¬ 
tion  on  or  subject  to  the  rules  of  a  foreign 
commcxlity  option  exchange,  each  option 
customer  or  prospective  option  customer 
shall  be  furnished  with  a  dated  dis¬ 
closure  statement  by  the  person  solicit¬ 
ing  or  accepting  the  order  therefor  con¬ 
taining  then  current  information  with 
respect  to  the  option  being  offered.  The 
disclosure  statement  shall  contain  at 
least  the  following; 

(1)  The  statements  required  by  para¬ 
graphs  (a)  (1)  and  (a)  (2)  of  this  section 
in  the  form  specified  by  those  para- 
grai^; 

(2)  A  descriptiem  of  the  commodi^ 
options  being  offered  including: 

(i)  The  informatiem  required  by  para- 
graidis  (a)  (3)  (i) .  (a)  (3)  (ii) ,  (a)  (3)  (Ui) , 
(a)(3)(iv),  (a)  (3)  (Vi).  (a)(3)(vii).  (a) 

(3)  (viii)  and  (a)  (S)  (ix)  of  this  section, 

(ii)  A  description  of  the  elements  eexn- 
prising  the  purchase  price  to  be  charged 
including  the  premium,  any  mark-ups 
thereem,  commissions,  costs,  fees  and 
other  charges,  as  well  as  the  method  by 
which  the  premium  is  established,  and 

(ill)  The  services  to  be  provided  tor 
the  separate  dements  comprising  the 
purchase  price; 

(3)  A  description  of  the  foreign  com¬ 
modity  option  exchange  on  which  the 
optiems  are  traded,  including  its  clearing 
mechanism,  or  the  substantive  equiva¬ 
lent  thereto  approved  by  the  Commis- 
sirni,  and  an  explanation  of  any  clearing¬ 
house  or  exchange  guarantees; 

(4)  If  the  commodity  option  is  in¬ 
capable  of  being  liquidated  by  an  off¬ 
setting  transaction  on  or  subject  to  the 
rules  oi  the  foreign  commodity  (^tion 
exchange  cm  adiich  it  is  traded,  a  state¬ 
ment  to  the  effect  that  (i)  the  price  of 
the  commodity  or  contract  of  sale  for 
futiu^  delivery  imderlying  the  optiMi 
must  either  rise  above  the  strlkmg  price, 
or  fall  below  the  striking  price,  as  the 
case  may  be,  by  an  amount  in  excess  of 
the  sum  of  the  premium  and  all  other 
costs  incurred  in  entering  into  and  exer¬ 
cising  the  commodity  option  in  order  for 
the  optiem  customer  to  realize  a  profit 
oa  the  (mtion  transaction,  and  (ii)  an 
option  customer  will  be  unable  to  sell 
any  option  pimchased  in  any  market  to 
recover  any  of  the  purchase  price,  but 
rather  may  only  liquidate  by  exercising 
an  option  before  the  expiration  date  of 
the  option; 

(5)  The  name  of  the  person  required 
to  register  as  a  futures  commission  mer¬ 
chant  with  whom  the  account  agreement 
is  established,  as  well  as  the  address  and 
telephone  number  of  the  person’s  busi¬ 
ness  office  in  the  United  States,  and  if 
different,  the  address  and  telephone 


number  of  the  person’s  principal  busi¬ 
ness  office;  and 

(6)  A  clear  explanation  of  the  effect 
of  any  foreign  currency  fiuctuations  with 
respect  to  the  commodity  options  being 
offered. 

(c)  A  person  shall  not  be  required  to 
deliver  the  disclosure  statement  to  an 
option  custMner  as  provided  by  para¬ 
graphs  (a)  and  (b)  of  this  section  if  the 
required  disclosure  statement  has  pre¬ 
viously  been  furnished  by  such  person  to 
the  option  customer;  Provided,  however. 
That  an  appropriate  disclosure  state¬ 
ment  shall  be  delivered  in  any  event  (1) 
upon  the  request  of  the  option  customer, 
or  (2)  if  the  previously  delivered  disclo¬ 
sure  statement  has  become  inacciurate  in 
any  material  respect. 

(d)  Prior  to  the  entry  .into  a  commod¬ 
ity  option  transaction  on  or  subject  to 
the  lilies  of  a  domestic  or  foreign  com¬ 
modity  option  exchange,  each  option  cus¬ 
tomer  or  prospective  optiem  customer 
shall,  to  the  extent  the  following 
amounts  are  known  or  can  reasonably  be 
approximated,  be  informed  by  the  person 
soliciting  or  accepting  the  order  therefor 
of  the  amount  of  the  premium,  and  any 
mark-ups  thereon,  if  applicable,  com¬ 
missions,  costs,  fees  and  other  charges 
incurred  in  connection  with  the  com¬ 
modity  option  transaction,  as  well  as  the 
striking  price  and  aU  costs  to  be  incurred 
by  the  option  customer  if  the  cemunodity 
option  is  exercised;  in  addition,  the  limi¬ 
tations,  if  any,  on  the  transfer  of  an  op¬ 
tion  customer’s  account  to  a  futures 
commlssioa  merchant  other  than  the  one 
through  whom  the  commodity  (H>tion  is 
to  be  executed  diall  also  be  lu’ovided  in 
writing. 

(e)  Not  more  than  24  hours  after  the 
execution  of  a  commodity  option  trans¬ 
action  on  or  subject  to  the  rules  of  a 
domestic  or  foreign  commodity  option 
exchange,  each  futures  commission  mer¬ 
chant  which  deals  directly  with  an  op¬ 
tion  customer  and  which  places,  or 
causes  to  be  placed,  the  order  for  a  com¬ 
modity  option  transaction  on  behalf  of 
its  option  customer,  shall  fxunlsh  such 
option  customer,  by  mail  or  other  gener¬ 
ally  accepted  means  of  communication, 
with  a  written  confirmation  statement 
containing  at  least  the  following  infor¬ 
mation: 

(1)  The  option  customer’s  account 
identification  number; 

(2)  A  separate  listing  of  the  actual 
amoimt  of  the  premium,  as  well  as  each 
mark-up  thereon,  if  applicable,  and  all 
other  commissions,  costs,  fees  and  other 
charges  Incurred  in  connection  with  the 
commcxlity  option  transaction; 

(3)  The  striking  price; 

(4)  ’The  total  quantity  and  quality  of 
the  commodity  which  may  be  purchased 
or  sold,  or  which  imderlies  the  contract 
of  sale  for  future  delivery  which  may  be 
purchased  or  sold,  upon  exercise  of  the 
commodity  option; 

(5)  The  expiration  date,  and  the  final 
exercise  date,  if  different,  of  the  com¬ 
modity  option  purchased  or  sold,  and  in 
the  case  of  an  (^tion  or  a  contract  of  sale 
for  future  delivery,  the  final  trading  date 
on  such  contract;  and 
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(6)  The  date  the  commodity  option 
transaction  was  executed. 

(f)  Within  24  hours  after  the  expira¬ 
tion  or  exercise  of  any  commodity  op¬ 
tion,  each  futures  commission  merchant 
rei  erred  to  in  paragraph  (e)  above,  shall 
furnish  the  option  customer  with  a  writ¬ 
ten  confirmation  statement  thereof, 
which  statement  shall  include  the  date 
of  such  occurrence,  a  description  of  the 
option  involved,  and  in  the  case  of  exer¬ 
cise,  the  details  of  the  gains  and  losses 
and  Credits  or  charges  which  resulted 
tlierefrom. 

ig)  In  the  case  of  a  controlled  account, 
as  defined  in  8  1.3 (j)  of  this  chapter,  the 
confirmation  statements  required  by  par¬ 
agraphs  (e)  and  (f)  of  this  section  shall 
be  sent  to  the  controller  of  the  account, 
if  the  futures  commission  merchant 
knows  or  reasonably  should  know  the 
controller’s  identity,  as  well  as  to  the 
option  customer  for  whom  such  account 
is  carried:  Provided,  however.  Such  con¬ 
firmation  need  not  be  sent  to  the  con¬ 
troller  of  the  account  if  such  person  is 
the  parent,  spouse  or  child  of  the  option 
customer  for  whom  such  account  is  car¬ 
ried. 

§  32.16  Segregation. 

(a)  With  respect  to  commodity  options 
traded  on  or  subject  to  the  rules  of  a  do¬ 
mestic  commodity  option  exchange: 

(1)  Each  futures  commission  mer¬ 
chant  shall  treat  and  deal  with  an  option 
customer’s  domestic  option  customer 
funds  as  belonging  to  such  (H>tion  custo¬ 
mer.  Such  funds  shall  be  separately  ac¬ 
counted  for,  kept  in  the  United  States, 
end  shall  not  1^  commingled  with  the 
money,  securities,  or  pr(H>erty  of  such  fu¬ 
tures  commission  merchant,  or  with  the 
money,  securities  or  property  of  such  fu¬ 
tures  commission  merchant’s  commodity 
customers  (as  defined  in  §  1.3(k)  of  this 
chapter)  or  with  foreign  option  customer 
funds  or  with  the  money,  securities  or 
property  of  any  other  person,  or  be  used 
to  secure  or  guarantee  the  commodity 
option  transactions  or  positions,  or  to 
secure  or  extend  the  credit,  of  any  option 
customer  or  person  other  than  the  one 
for  whom  the  same  are  held:  Provided, 
however.  That  domestic  option  customer 
funds  treated  as  belonging  to  the  option 
customers  of  such  futures  c(xnmission 
merchant  may  for  convenience  be  com¬ 
mingled  and  deposited  in  the  same  ac¬ 
count  or  accounts  with  any  bank  or  trust 
company,  with  another  person  registered 
as  a  futures  commission  merchant,  or 
with  the  clearing  organization  of  a  do¬ 
mestic  commodity  option  exchange,  in 
the  United  States,  and  that  such  share 
thereof  as  in  the  normal  course  of  busi¬ 
ness  shall  be  necessary  to  purchase, 
guarantee,  secure,  transfer,  adjust,  or 
settle  the  commodity  option  transactions 
of  such  cation  customers  on  or  subject  to 
the  rules  of  a  domestic  commodity  option 
exchange,  or  resulting  market  positions, 
with  the  clearing  organization  of  a  do¬ 
mestic  cemunodity  option  exchange  or 
with  any  other  person  registered  as  a 
futures  commission  merchant,  may  be 
withdrawn  and  applied  to  such  purposes, 
including  the  payment  of  premiiuns  to 


option  grantors,  commissions,  brokerage, 
interest,  taxes,  storage,  and  other  fees 
and  charges,  lawfully  accruing  in  con¬ 
nection  with  such  commodity  option 
transactions:  Provided,  further.  That 
money  which  Is  domestic  option  custom¬ 
er  funds  may  be  invested  in  obligations 
of  the  United  States,  in  general  obliga¬ 
tions  of  any  State  or  of  any  political  sub¬ 
division  thereof,  and  in  obligations  fully 
guaranteed  as  to  principal  and  interest 
by  the  United  States  and  that  such  in¬ 
vestments  shall  be  segregated,  separately 
accounted  for,  kept  in  the  United  States, 
and  treated  in  all  ways  as  domestic  op¬ 
tion  customer  fimds  and  that  the  pro¬ 
ceeds  from  any  sale  of  such  obligations 
shall  be  redeposited  in  such  separate  ac¬ 
count  or  accounts. 

(2)  It  shall  be  unlawful  for  any  per¬ 
son,  including  but  not  limited  to  any 
clearing  organization,  and  any  deposi¬ 
tory,  that  has  received  an  option  cus¬ 
tomer’s  domestic  option  customer  funds 
for  deposit  in  a  separate  account,  as  pro¬ 
vided  in  paragraph  (a)  (1)  of  this  sec¬ 
tion,  to  hold,  dispose  of  or  me  any  such 
fimds  as  belonging  to  any  person  other 
than  the  option  customers  of  the  futures 
commission  merchant  which  deposited 
such  funds. 

(3)  All  domestic  option  emtomer 
funds  received  by  a  clearing  organization 
of  a  domestic  commodity  option  ex¬ 
change  (or  a  bank  or  trmt  company  act¬ 
ing  as  its  emtodian)  from  a  member 
to  purchase,  guarantee,  secure,  transfer, 
adjmt,  or  settle  the  commodity  option 
transactions  and  positions  of  his  option 
customers  and  all  money  accruing  to 
such  emtomers  as  a  result  of  commodi¬ 
ty  ootion  transactions  conducted  on  or 
subject  to  the  rules  of.  and  positions 
held  on.  such  exchange  and  all  invest¬ 
ments  made  with  domestic  option  em¬ 
tomer  funds  as  provided  by  this  para¬ 
graph  (a)  (3)  shall  be  separately  ac¬ 
counted  for  and  segregated  by  such 
clearing  organization  (or  its  emtodian) 
and  shall  be  treated  as  belonging  to  such 
member’s  option  emtomers:  Provided, 
Money  which  is  domestic  option  emtom¬ 
er  funds  may  be  invested  in  obligations 
of  the  United  States,  in  general  obliga¬ 
tions  of  any  State  or  political  subdivi¬ 
sion  thereof,  or  in  obligations  fully  guar¬ 
anteed  as  to  principal  and  interest  by 
the  United  States  and  that  such  invest¬ 
ments  shall  be  segregated,  separately  ac¬ 
counted  for,  kept  in  the  United  States, 
andi  treated  in  all  ways  as  domestic 
option  emtomer  funds,  and  that  the 
proceeds  from  any  sale  of  such  obliga¬ 
tions  shall  be  redeposited  in  such  ac¬ 
count  or  accounts.  No  clearing  organiza¬ 
tion  shall  make  such  deposits  with  a 
bank  or  trmt  company  which  will  not 
allow  inspection  and  copying  of  such 
obligations,  or  records  or  other  evidence 
of  such  obligations,  at  any  reasonable 
time,  by  representatives  of  the  Commis¬ 
sion.  Domestic  option  emtomer  funds, 
and  investments  made  therewith,  when 
deposited  in  a  bank  or  trmt  company, 
shall  be  deposited  under  an  account 
name  which  will  clearly  show  that  such 
funds  and  investments  are  treated  as 
belonging  to  option  emtomers  and  relate 


to  commodity  option  transactions  which 
are  executed  on  or  subject  to  the  rules 
of  a  domestic  commodity  option  ex¬ 
change  and  are  segregated  as  required 
by  this  section.  Such  clearing  organiza¬ 
tion  shall  obtain  and  retain  in  its  files 
for  the  period  provided  in  §  32.18(a)  a 
written  acknowledgement  from  such 
bank  or  trust  company  that  it  was  in¬ 
formed  that  the  domestic  option  em¬ 
tomer  funds  and  investments  so  de¬ 
posited  are  being  treated  as  belonging  to 
option  customers  and  are  being  held  in 
accordance  with  the  provisions  of  this 
section. 

(4)  A  futures  commission  merchant, 
depositing  domestic  option  emtomer 
funds  or  investments  which  are  made 
with  such  funds,  as  provided  in  para¬ 
graph  (a)(1)  of  Ihls  section,  with  a 
bank,  trmt  company,  another  futures 
commission  merchant,  or  a  clearing  or¬ 
ganization,  or  a  bank  or  trmt  company 
acting  as  emtodian  for  such  clearing  or¬ 
ganization,  shall  make  such  deposits  im- 
der  an  account  name  which  will  clearly 
show  that  such  domestic  option  emtomer 
funds  or  investments  are  treated  as  be¬ 
longing  to  option  emtomers  and  relate 
to  commodity  option  transactions  which 
are  executed  on  or  subject  to  the  rules 
of  a  domestic  commodity  option  ex¬ 
change  and  are  segregated  as  required 
by  this  section:  Provided,  That  such  fu¬ 
tures  commission  merchant  shall  not 
make  such  deposits  with  a  bank  or  trmt 
company  which  will  not  allow  inspection 
and  copying  of  such  obligations,  or  rec¬ 
ords  or  other  evidence  of  such  obliga¬ 
tions,  at  any  reasonable  time  by  rep¬ 
resentatives  of  the  Commission.  Each  fu¬ 
tures  commission  merchant  shall  obtain 
and  retain  in  its  files  for  the  peri(^ 
provided  in  §  32.18(a)  a  written  acknowl¬ 
edgment  from  such  bank,  trmt  company, 
clearing  organization,  or  other  futures 
commission  merchant,  that  it  was  in¬ 
formed  that  the  domestic  option  em¬ 
tomer  funds  or  investments  so  deposited 
are  being  treated  as  belonging  to  option 
customers  and  are  being  held  in  accord¬ 
ance  with  the  provisions  of  this  sec¬ 
tion. 

(5)  Domestic  option  emtomer  funds 
shall  not  be  used  to  margin  or  settle  the 
the  commodity  option  transactions,  or 
to  secure  or  extend  the  credit,  of  an 
option  cmtCMner  other  than  for  the  pur¬ 
pose  of  engaging  in  commodity  option 
transactions  executed  on  or  subject  to 
the  rules  of  a  dcsnestic  commodity  op¬ 
tion  exchange.  The  net  equity  of  one  op¬ 
tion  emtomer  shall  not  be  used  to  carry 
the  commodity  option  positions  or  to 
offset  the  net  deficit  of  any  other  option 
emtomer  or  persoa 

(6)  The  prohibition  in  paragraph  (a) 
(1)  of  this  section  against  commingling 
domestic  option  emtomer  funds  with  the 
funds  of  a  futures  commission  merchant 
shall  not  be  construed  to  prevent  the  fu¬ 
tures  commission  merchant  from  having 
a  residual  Interest  in  the  funds  segre¬ 
gated  and  set  apart  for  the  benefit  of  op¬ 
tion  emtomers,  nor  shall  such  prohibition 
be  construed  to  prevent  a  futures  com¬ 
mission  merchant  from  adding  to  such 
segregated  funds,  from  his  own  funds. 
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such  amount  or  amoimts  of  money  or 
investments  in  obligations  described  in 
paragraph  (a)  (1)  of  this  section  as  such 
futures  commission  merchant  may  deem 
necessary  to  insure  the  net  equity  of  one 
option  customer  shall  not  be  used  to 
carry  the  commodity  option  positions  or 
to  offset  the  net  deficit  of  any  other  op¬ 
tion  customer:  Provided,  however.  That 
the  books  and  records  of  such  futures 
commission  merchant  shall  at  all  times 
accurately  reflect  his  interest  in  such 
segregated  funds.  Such  futures  commis¬ 
sion  merchant  may  draw  upon  such  seg¬ 
regated  funds  to  his  own  order  to  the 
extent  of  his  actual  interest  therein: 
Provided,  That  such  withdrawal  shall  not 
result  in  the  domestic  option  customer 
funds  of  one  option  customer  being  used 
to  margin  or  carry  the  commodity  option 
positions,  or  extend  the  credit,  of  any 
other  option  customer. 

(7)  Futures  commission  merchants 
and  clearing  organizations  that  invest 
money  which  is  domestic  option  custom¬ 
er  funds  in  obligations  described  in 
paragraphs  (a)(1)  and  (a)(3)  of  this 
section,  shall  include  such  obligations  in 
the  segregated  account  at  values  which 
at  no  time  are  greater  than  the  current 
market  value  of  the  obligations,  deter¬ 
mined  as  of  the  close  of  the  market  on 
the  last  preceding  business  day. 

(8)  The  investment  of  money,  which 
is  domestic  option  customer  funds,  in  ob¬ 
ligations  described  in  paragraphs  (a)  (1) 
and  (a)  (3)  of  this  section  shall  not  op¬ 
erate  to  prevent  each  futures  commission 
merchant  and  clearing  organization  in¬ 
vesting  such  money,  from  receiving  and 
retaining,  as  its  own,  any  increment  or 
interest  resulting  therefrom. 

(9)  Money  held  in  a  segregated  domes¬ 
tic  option  customer  fimds  account  by  a 
futures  commission  merchant  shall  not 
include:  (!)  Money  invested  in  obliga¬ 
tions  orjstocks  of  any  clearing  organiza¬ 
tion:  or'(li)  money  held  by  any  clearing 
organization  which  may  be  us^  by  such 
clearing  organization  for  any  purpose 
other  than  to  purchase,  guarantee,  se¬ 
cure,  transfer,  adjust,  or  settle  the  com¬ 
modity  option  transactions  of  the  option 
customers  of  such  futures  commission 
merchant  on  domestic  commodity  option 
exchanges. 

(10)  Nothing  contained  in  this  Part 
shall  be  construed  to  prevent  a  futures 
commission  merchant  from  lending  his 
own  funds  to  option  customers  on  secu¬ 
rities  and  proj)erty  pledged  by  such  cus¬ 
tomers.  or  from  repledging  or  selling  such 
securities  and  property  pursuant  to  spe¬ 
cific  written  agreements  with  such  option 
customers:  Provided,  however.  That  the 
proceeds  of  such  loans  used  to  purchase 
guarantee  or  seciue  the  option  custom¬ 
ers’  commodity  option  transactions  shall 
be  treated  and  d^t  with  by  such  futures 
commission  merchant  as  domestic  option 
customer  fimds  in  accordance  with  the 
provisions  of  this  section. 

(b)  With  respect  to  commodity  options 
traded  on  or  subject  to  the  rules  of  a 
foreign  commodity  option  exchange: 

(1)  Each  futures  commission  mer¬ 
chant  shall  treat  and  deal  with  an  option 
customer’s  foreign  option  customer  funds 


as  belonging  to  such  option  customer. 
Such  funds  shall  be  separately  accounted 
for  and  shall  not  be  commingled  with  the 
money,  securities  or  property  of  such  fu¬ 
tures  commission  merchant,  or  with  the 
money,  securities  or  property  of  such  fu¬ 
tures  commission  merchant’s  commodity 
customers  (as  defined  in  §  1.3 (k)  of  this 
chapter)  or  with  domestic  option  cus¬ 
tomer  funds  or  with  the  money,  securi¬ 
ties,  or  proi>§rty  of  any  other  person,  or 
be  used  to  secure  or  guarantee  the  com¬ 
modity  option  transactions  or  positions, 
or  to  secure  or  extend  the  credit,  of  any 
option  customer  or  person  other  than  the 
one  for  whom  the  same  are  held:  Pro¬ 
vided,  however.  That  such  foreign  option 
customer  funds  treated  as  belonging  to 
the  option  customers  of  such  futures 
commission  merchant  may  for  conven¬ 
ience  be  commingled  and  deposited  in  the 
same  account  or  accounts  with  any  bank 
or  trust  company,  or  with  another  person 
registered  as  a  futures  commission  mer¬ 
chant,  in  the  United  States,  or  with  the 
clearing  organization  of  a  foreign  com¬ 
modity  option  exchange  (or  with  a  bank 
or  trust  company  acting  as  a  custodian) , 
and  that  such  share  thereof  as  in  the 
normal  course  of  business  shall  be  neces¬ 
sary  to  purchase,  guarantee,  secure, 
transfer,  adjust,  or  settle  the  commodity 
option  transactions  of  such  option  cus¬ 
tomers  on  or  subject  to  the  rules  of  a 
foreign  commodity  option  exchange,  or 
resulting  market  positions,  with  a  foreign 
clearing  organization  or  with  any  person 
registered  as  a  futures  commission  mer¬ 
chant,  may  be  withdrawn  and  applied  to 
such  purposes,  including  the  payment  of 
premiums  to  option  grantors,  commis¬ 
sions,  brokerage,  interest,  taxes,  storage 
and  other  fees  and  charges,  lawfully  ac¬ 
cruing  in  connection  with  such  commod¬ 
ity  option  transactions:  Provided,  fur¬ 
ther,  That  money  which  is  foreign  option 
customer  funds  may  be  invested  by  the 
futures  commission  merchant  in  obliga¬ 
tions  of  the  United  States,  m  general 
obligations  of  any  State  or  of  any  politi¬ 
cal  subdivision  thereof,  and  in  obligations 
fully  guaranteed  as  to  principal  and  in¬ 
terest  by  the  United  States  and  that  such 
investments  shall  be  segi-egated,  sep¬ 
arately  accounted  for,  and  treated  in  all 
ways  as  foreign  option  customer  funds 
and  that  the  proceeds  from  any  sale  of 
such  obligations  shall  be  redeposited  in 
such  separate  accoimt  or  accounts. 

(2)  It  shall  be  unlawful  for  any  futures 
commission  merchant  or  any  bank,  trust 
company  or  other  person  in  the  United 
States,  that  has  recived  an  option  cus¬ 
tomer’s  foreign  option  customer  fimds 
for  deix)sit  in  a  separate  account,  as 
provided  in  paragraph  (b)(1)  of  this 
section,  to  hold,  dispose  of,  or  use  any 
such  funds  as  belonging  to  any  person 
other  than  the  option  customers  of  the 
futures  commission  merchant  which  de¬ 
posited  such  funds. 

(3)  A  futures  commission  merchant 
shall  not  deposit  an  option  customer’s 
foreign  option  customer  funds  with  the 
clearing  organization  of  a  foreign  com¬ 
modity  option  exchange  (or  bank  or 
trust  company  acting  as  custodian  for 
such  clearing  organization)  unless  such 


funds  and  all  foreign  option  customer 
funds  accruing  to  such  customer  as  a 
result  of  commodity  option  transactions 
conducted  on  or  subject  to  the  rules  of 
of  such  exchange,  and  all  investments 
made  with  all  such  funds  are  separately 
accounted  for,  segregated  and  treated  as 
belonging  to  such  customer  by  the  clear¬ 
ing  organization  (or  its  custodiafi) ,  and, 
unless,  such  funds  and  investments, 
when  deposited  in  a  bank  or  trust  com¬ 
pany,  are  deposited  under  an  account 
name  which  will  clearly  show  that  they 
are  foreign  option  customer  funds  of 
such  futures  commission  merchant’s  op¬ 
tion  customers. 

(4)  A  futures  commission  merchant, 
depositing  foreign  option  customer  funds 
or  investments  which  are  made  with  such 
funds,  as  provided  in^  paragraph  (b)(1) 
of  this  section,  with  a  bank,  trust  com¬ 
pany,  another  futures  commission  mer¬ 
chant,  or  a  foreign  clearing  organiza¬ 
tion  or  a  bank  or  trust  company  acting 
as  its  custodian,  shall  make  such  de¬ 
posits  under  an  accoimt  name  which  will 
clearly  show  that  such  foreign  option 
customer  funds  or  investments  are  treat¬ 
ed  as  belonging  to  option  customers  and 
relate  to  commodity  option  transactions 
which  are  executed  on  or  subject  to  the 
rules  of  foreign  commodity  option  ex¬ 
changes  and  are  segregated  as  required 
by  this  section:  Provided,  'That  such 
futures  commission  merchant  shall  not 
make  such  deposits  with  a  bank  or  trust 
company  which  will  not  allow  inspection 
and  copying  of  such  obligations,  or 
records  or  other  evidence  of  such  obliga¬ 
tions,  at  any  reasonable  time  by  rep¬ 
resentatives  of  the  Commission.  Each 
futures  commission  merchant  shall  ob¬ 
tain  and  retain  in  its  files  for  the  pe¬ 
riod  provided  in  $  32.18(a)  a  written 
acknowledgment  from  such  bank,  trust 
company,  clearing  organization,  or  other 
futures  commission  merchant,  that  it 
was  informed  that  the  foreigm  option 
customer  funds  or  investments  so  de¬ 
posited  are  being  treated  as  belonging 
to  option  customers  and  are  being  held 
in  accordance  with  the  provisions  of  this 
section. 

(5)  No  futures  commission  merchant 
shall  use,  or  permit  the  use  of  foreign 
option  customer  funds,  to  margin  or 
settle  the  commodity  option  transac¬ 
tions,  or  to  secure  or  extend  the  credit, 
of  an  option  customer  other  than  for  the 
purpose  of  engaging  in  commodity  op¬ 
tion  transactions  executed  on  or  subject 
to  the  rules  of  a  foreign  commodity  op¬ 
tion  exchange.  The  net  equity  of  one 
option  customer  shall  not  be  used  to 
carry  the  commodity  option  positions  or 
to  offset  the  net  deficit  of  any  other  op¬ 
tion  customer  or  person. 

(6)  The  prohibition  in  paragraph  (b) 
(1)  of  this  section  against  commingling 
foreign  option  customer  funds  with  the 
funds  of  a  futures  commission  merchant 
shall  not  be  construed  to  prevent  such 
futures  commission  merchant  from  hav¬ 
ing  a  residual  interest  in  the  funds  seg¬ 
regated  and  set  apart  for  the  benefit 
of  option  customers,  nor  shall  such  pro¬ 
hibition  be  construed  to  prevent  a  fu- 
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tures  commission  merchant  from  adding 
to  such  segregated  funds,  from  his  own 
funds,  such  amount  or  amounts  of  money 
or  investments  in  obligations  described 
in  paragraph  (b)(1)  of  this  section  as 
such  futures  commission  merchant  may 
deem  necessary  to  insure  the  net  equity 
of  one  option  customer  shall  not  be  used 
to  carry  the  commodity  option  positions 
or  to  offset  the  net  deficit  of  any  other 
option  customer:  Provided,  however, 
Tliat  the  books  and  records  of  such  fu¬ 
tures  commission  merchant  shall  at  all 
times  accurately  refiect  his  interest  in 
such  segregated  funds.  Such  futures 
commission  merchant  may  draw  upon 
such  segregated  funds  to  his  own  order 
to  the  extent  of  his  actual  interest  there¬ 
in:  Provided,  That  such  withdrawal 
shall  not  result  in  the  foreign  option  cus¬ 
tomer  funds  of  one  option  customer  be¬ 
ing  used  to  margin  or  carry  the  com¬ 
modity  option  positions  or  extend  the 
credit,  of  any  other  option  customer. 

(7)  Futures  commission  merchants 
that  invest  money  which  is  foreign  op¬ 
tion  customer  funds  in  obligations  de¬ 
scribed  in  paragraph  (b)(1)  of  this  sec¬ 
tion,  shall  include  such  obligations  in 
the  segregated  account  at  values  which 
at  no  time  are  greater  than  the  current 
market  value  of  the  obligations,  deter¬ 
mined  as  of  the  close  of  the  market  on 
the  last  preceding  business  day. 

(8)  The  investment  of  money,  which 
is  foreign  commodity  option  customer 
funds,  in  obligations  described  in  para¬ 
graph  (b)(1)  of  this  section  shall  not 
operate  to  prevent  the  futures  commis¬ 
sion  merchant  investing  such  money, 
from  receiving  and  retaining,  as  its  own, 
any  increment  or  interest  resulting 
therefrom. 

(9)  Money  held  in  a  segregated  for¬ 
eign  option  customer  funds  account  by 
a  futures  commission  merchant  shall 
not  include:  (1)  Money  invested  in  ob¬ 
ligations  or  securities  of  'any  foreign 
commodity  option  exchange  or  its  clear¬ 
ing  organization;  or  (2)  money  held  by 
any  foreign  commodity  option  exchange 
or  its  clearing  organization  which  may 
be  used  by  such  exchange  or  clearing 
organization  for  any  purpose  other  than 
to  purchase,  guaranty,  secure,  transfer, 
adjust,  or  settle  the  commodity  option 
transactions  of  the  option  customers  of 
such  futures  commission  merchant. 

(10)  Nothing  contained  in  this  Part 
shall  be  construed  to  prevent  a  futures 
commission  merchant  from  lending  his 
own  funds  to  option  customers  on  securi¬ 
ties  and  property  pledged  by  such  cus¬ 
tomers,  or  from  repledging  or  selling 
such  seciulties  and  pror>erty  pursuant  to 
specific  written  agreement  with  such 
option  customers:  Provided,  however. 
That  the  proceeds  of  such  loans  used  to 
purchase,  guarantee,  or  secure  the  op¬ 
tion  customer^’  commodity  option  trans¬ 
actions  shall  be  treated  and  dealt  with 
by  such  futures  commission  merchant 
as  foreign  option  customer  funds  in  ac¬ 
cordance  with  the  provisions  of  this  sec¬ 
tion. 


§  32.17  Promotional  material. 

Each  futures  commission  merchant 
shall  retain  for  a  period  of  at  least  five 
years,  all  promotioinal  material  used  by 
it  in  its  commodity  option  activities  with 
option  customers  and  shall  upon  request 
furnish  to  or  otherwise  make  such  pro¬ 
motional  material  available  for  inpection 
by  any  authorized  representative  of  the 
Commission  and  provide  such  represent¬ 
ative  with  the  true  source  of  or  any  au¬ 
thority  for  the  information  contained 
therein. 

§  32.18  Recordkeeping. 

(a)  All  books,  records,  and  other  doc¬ 
uments  required  to  be  kept  by  this  Part 
shall  be  kept  for  a  period  of  5  years  from 
the  date  thereof  and  shall  be  readily  ac¬ 
cessible  during  the  first  3  years  of  the 
5 -year  period.  All  such  books  and  rec¬ 
ords  shall  be  open  to  inspection  and 
copying  by  any  representative  of  the 
Commission.  Unless  otherwise  required 
by  this  Part,  reproduction  on  microfilm 
may  be  substituted  for  hard  copy  as  fol¬ 
lows: 

(1)  Computer,  accounting  machine  or 
business  machine  generated  records  may 
be  immediately  produced  or  reproduced 
on  microfilm  and  kept  in  that  form; 
other  records  may  be  immediately  pro¬ 
duced  or  reproduced  on  microfilm  and 
kept  in  that  form  if  prepared  by  any 
means  from  source  documents  which 
are  retained  in  hard  copy  form  for  three 
years  as  provided  in  paragraph  (a)(2) 
of  this  section; 

(2)  For  all  other  books  and  records, 
microfilm  reproductions  thereof  may  be 
substituted  for  the  hard  copy  for  the 
final  two  years  of  the  5 -year  period. 

(3)  If  such  microfilm  substitution  for 
hard  copy  is  permitted  and  made,  the 
person  required  to  keep  such  records 
shall: 

(i)  At  all  times  have  available  for  ex¬ 
amination  of  such  records  facilities  for 
immediate,  easily  readable  projection  of 
the  microfilm  and  for  producing  easily 
readable  facsimile  enlargements; 

(ii)  Arrange,  index,  and  file  the  films 
in  such  manner  as  to  permit  the  im¬ 
mediate  location  of  any  particular  rec¬ 
ord;  and 

(iii)  Be  ready  at  all  times  to  provide, 
and  immediately  provide,  at  the  expense 
of  the  person  required  to  keep  such  rec¬ 
ords,  any  facsimile  enlargements  of 
such  records  which  any  authorized  rep¬ 
resentative  of  the  Commission  may  re¬ 
quest. 

(b)  Each  futures  commission  mer¬ 
chant  and  each  member  of  a  domestic 
commodity  option  exchange  shall: 

(1)  Keep  full,  complete,  and  system¬ 
atic  records,  together  with  all  pertinent 
data  and  memoranda,  of  all  transactions 
relating  to  his  business  of  dealing  in  com¬ 
modity  options  and  cash  commodities 
and  furnish  true  and  correct  information 
and  reports  as  to  the  contents  or  the 
meaning  thereof  when  and  as  requested 
by  any  authorized  representative  of  the 
Commission.  Included  among  such  rec¬ 


ords  shall  be:  all  option  orders  (filled, 
unfilled,  or  cancelled) ;  trading  cards; 
signature  cards;  daily  trade  records 
(street  books) ;  journals;  ledgers;  can¬ 
celled  checks;  copies  of  confirmations; 
copies  of  statements  of  purchase  and 
sale,  exercise  and  abandonment;  cc^ies 
of  month-end  statements,  monthly  trial 
balances,  and  a  monthly  listing  of  open 
option  positions;  reports,  letters  and  dis¬ 
closure  statements  (as  described  in  S  32.- 
15) ;  and  all  other  records,  data  and* 
memoranda  which  have  been  prepared  in 
the  course  of  the  business  of  the  futures 
commission  merchant  or  member  con¬ 
cerning  commodity  options  and  cash 
commodities; 

(2)  Keep  a  record  in  permanent  form 
which  shall  show  for  each  option  cus¬ 
tomer’s  account  carried  by  such  futures 
commission  merchant  or  member,  the 
true  name  and  address  of  the  person  for 
whom  such  account  is  carried  and  the 
principal  occupation  or  business  of  such 
person,  as  well  as  the  name  of  any  other 
person  who  assumes  or  purports  to  as¬ 
sume  any  financial  responsibility  for 
such  account  or  who  exercises  any  trad¬ 
ing  control  with  respect  to  such  account. 
In  addition,  the  names  of  the  persons 
who  have  solicited  and  are  servicing  each 
option  customer’s  account  shall  be  in¬ 
cluded  on  this  record  immediately  adja¬ 
cent  to  the  respective  option  customer’s 
name. 

(c)  Each  futures  commission  merchant 
who  receives  or  accepts  for  execution  an 
option  customer’s  order,  shall  immedi¬ 
ately  upon  receipt  and  prior  to  transmit¬ 
ting  the  order  for  execution,  prepare  a 
written  record  of  such  order,  including 
an  account  identification  and  order  num¬ 
ber  and  a  symbol  indicating  whether  the 
option  customer  is  a  producer,  processor, 
merciiant,  or  consumer  engaged  in  han¬ 
dling  or  utilizing  the  commodity  (includ¬ 
ing  the  products,  by-products  or  source 
commodity  thereof)  on  which  the  option 
is  traded,  or  the  commodity  underlying 
the  contract  of  sale  for  future  delivery 
on  which  the  option  is  traded,  and  shall 
record  thereon,  by  time-stamp  or  other 
timing  device,  the  date  and  (1)  the  time, 
to  the  nearest  minute,  the  order  is  re¬ 
ceived  and  accepted,  (2)  the  time,  to  the 
nearest  minute,  the  order  is  transmitted 
for  execution,  and  (3)  the  time,  to  the 
nearest  minute,  the  order  is  reported 
back  to  the  futures  commission  mer¬ 
chant  as  executed. 

(d)  Each  floor  broker  or  floor  trader: 

(1)  Who  on  the  floor  of  a  domestic 

commodity  option  exchange  receives  an 
order  for  a  commodity  option  transaction 
from  an  option  customer,  which  order  is 
not  in  the  form  of  a  written  record  which 
includes  the  account  identification  num¬ 
ber,  order  number,  and  the  date  and 
time,  to  the  nearest  minute,  such  order 
was  transmitted  or  received  on  the  floor 
of  such  domestic  commodity  option  ex¬ 
change,  shall  immediately  upon  receipt 
and  prior  to  the  execution  thereof  pre¬ 
pare  a  written  record  of  such  order,  in¬ 
cluding  the  account  identification  and 
order  number,  and  shall  record  thereon. 
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by  time-stamp  or  other  timing  device, 
the  date  and  the  time,  to  the  nearest 
minute,  the  order  is  received; 

(2)  Who,  in  the  place  provided  by  a 
domestic  commodity  option  exchange  for 
the  meeting  of  persons  similarly  en¬ 
gaged,  executes  piirchases  or  sales  of  any 
commodity  option  on  or  subject  to  the 
rules  of  such  domestic  commodity  option 
exchange,  shall  prepare  regularly  and 
promptly  a  trading  card  or  other  record 
showing  details  of  such  executions.  Such 
trading  cards  or  records  shall  show  the 
member's  name,  the  name  of  the  mem¬ 
ber  firm  clearing  each  transaction,  the 
date  of  each  execution,  the  price  of  the 
option,  the  striking  price,  quantity,  un¬ 
derlying  commodity  or  contract  for  fu¬ 
ture  delivery,  and  the  delivery  month  of 
that  future,  and  by  appropriate  sign  or 
symbol  shall  clearly  identify  the  opposite 
floor  broker  or  floor  trader  with  whom 
such  transaction  was  executed,  and  the 
opposite  clearing  member; 

(3)  Who  reports  the  execution  of  an 
option  customer’s  order  from  the  floor  of 
a  domestic  commodity  option  exchange 
shall  record  on  a  written  record  of  such 
order,  the  account  identification  and  or¬ 
der  numbers,  and  by  time-stamp  or  other 
timing  device,  the  date  and  time,  to  the 
nearest  minute,  such  report  of  the  exe¬ 
cution  is  made. 

(e)  Each  futures  commission  merchant 
and  each  clearing  member  of  a  domestic 
commodity  option  exchange  shall,  as  a 
minimum  requirement,  prepare  regularly 
and  promptly,  and  keep  systematically 
and  in  permanent  form,  the  following; 

(DA  financial  ledger  which  will  show 
separately  for  each  option  customer’s  ac¬ 
count  all  charges  against  and  credits  to 
such  option  customer’s  account,  includ¬ 
ing  but  not  limited  to  all  credits  and 
charges  resulting  from  gains  and  losses 
on  closed  commodity  option  transac¬ 
tions,  and  open  commodity  optical  posi¬ 
tions;  all  domestic  option  customer 
fimds  deposited,  withdrawn,  or  trans¬ 
ferred;  and,  in  the  case  of  a  futures  com¬ 
mission  merchant,  all  foreign  option  cus¬ 
tomer  funds  deposited,  withdrawn,  or 
transferred; 

(2)  A  record  of  transactions  which 
will  show  separately  for  each  option 
customer’s  account  all  commodity  option 
transactions  and  transactions  in  cash 
commodities  executed  for  such  account, 
including  the  date  of  execution,  the  dec¬ 
laration  or  expiration  date,  quantity, 
market,  underlying  commodity  or  con¬ 
tract  for  future  delivery  and  the  delivery 
month  of  that  future,  the  striking  price, 
and  details  of  the  purchase  price  of  the 
option.  Including  premium,  mark-up. 
commission  and  fees;  and 

(3)  A  daily  record  or  journal  which 
will  show  separately  for  each  commodity 
option  customer  complete  details  of  all 
commodity  option  smd  cash  cwnmodity 
transactions  executed  on  that  day,  in¬ 
cluding  the  date  of  execution,  the  option, 
the  striking  price,  details  of  the  purchase 
price  of  the  commodity  option,  including 
premium,  mark-up,  commission  and  fees, 
the  declaration  or  expiration  date,  the 
quantity,  market,  underlying  commodity 
or  contract  for  future  delivery  and  the 


delivery  month  of  that  future,  and  the 
person  for  whom  such  transaction  was 
made.  For  each  clearing  member  this 
daily  record  shall  also  identify,  by  ap¬ 
propriate  sign  or  symbol,  the  floor  broker 
or  floor  trader  executing  each  transac¬ 
tion,  the  opposite  floor  broker  or  floor 
trader,  the  member  clearing  the  trans¬ 
action  and  the  opposite  clearing  member 
with  whom  it  was  made. 

(4)  Where  reproductions  on  microfilm 
of  the  records  required  by  this  paragraph 
(e)  are  substituted  for  hard  copy  in  ac¬ 
cordance  with  the  provisions  of  §  32.18 
of  this  Part,  the  requirements  of  para¬ 
graphs  (1)  and  (2)  of  this  paragraph  (e) 
will  be  considered  met  if  the  person  re¬ 
quired  to  keep  such  records  is  ready  at 
all  times  to  provide,  and  immediately 
provides  in  the  same  city  as  that  in  which 
such  person’s  commodity  option  books 
and  records  are  maintained,  at  the  ex¬ 
pense  of  such  person,  reproduced  copies 
which  show  the  records  as  specified  in 
paragraphs  (1)  and  (2)  of  this  para¬ 
graph  (e) .  on  request  by  any  representa¬ 
tive  of  the  Commission. 

(f)  Each  futures  commission  mer¬ 
chant  shall:  (1)  Maintain  a  record  of  all 
securities  and  property  received  from 
option  customers  in  lieu  of  money  to 
margin,  purchase,  guarantee  or  secure 
the  commodity  option  transactions  and 
positions  of  such  option  customers.  Such 
record  shall  show  separately  for  each  op¬ 
tion  customer  a  description  of  the  se¬ 
curities  or  property  received,  the  name 
and  address  of  such  option  customer, 
the  dates  when  the  securities  or  property 
were  received,  the  identity  of  the  deposi¬ 
tories  or  other  places  where  such  securi¬ 
ties  or  property  are  segregated,  the  dates 
of  deposits  and  withdrawals  from  such 
depositories,  and  the  dates  of  return  of 
such  securities  or  property  to  such  op¬ 
tion  customer,  or  other  disposition 
thereof,  together  with  the  facts  and  cir¬ 
cumstances  of  such  other  disposition.  In 
the  event  any  futures  commission  mer¬ 
chant  deposits  with  the  clearing  organi¬ 
zation  of  either  a  domestic  commodity 
option  exchange  or  foreign  commodity 
option  exchange,  whether  such  deposit 
be  made  directly  or  with  a  bank  or  trust 
company  acting  as  custodian  for  such 
clearing  organization,  or  with  another 
futures  commission  merchant,  securities 
or  property  which  are  domestic  option 
customer  funds  or  foreign  option  cus¬ 
tomer  funds  and  which  belong  to  a  par¬ 
ticular  option  customer,  such  future 
commission  merchant  shall  obtain  writ- 
tenacknowledgment  from  the  clearing 
organization  or  futures  commission  mer¬ 
chant  that  it  was  informed  that  such 
securities  or  property  belong  to  the  par¬ 
ticular  option  customer.  For  purposes  of 
this  .subparagraph,  the  term  option  cus¬ 
tomer  shall  not  include  the  owner  or 
holder  of  a  proprietary  option  account. 

(2)  If  required  to  segregate  domestic 
option  customer  funds  pursuant  to  i  32.16 
of  this  Part,  compute  as  of  the  close  of 
each  business  day  and  record  prior  to 
the  (^ning  of  business  oin  the  next 
business  day : 

(i)  The  total  amount  of  such  domestic 
option  customer  funds  on  deposit  in  seg¬ 


regated  accounts  on  behalf  of  option 
customers; 

(ii)  The  total  amount  of  domestic  op¬ 
tion  customer  funds  required  by  §32.16  of 
this  Part  to  be  on  deposit  in  segregated 
accounts  on  behalf  of  such  option  cus¬ 
tomers;  and 

(iii)  The  amount  of  the  futures  com¬ 
mission  merchant’s  residual  interest  in 
such  domestic  option  customer  funds. 

(3)  If  required  to  segregate  foreign 
option  customer  funds  pursuant  to 
§  32.16  of  this  Part,  compute  as  of  the 
close  of  each  business  day: 

(i)  The  total  amount  of  such  foreign 
option  customer  fimds  on  deposit  in  seg¬ 
regated  accounts  on  behalf  of  option 
customers; 

(ii)  The  total  amount  of  foreign  op¬ 
tion  customer  fimds  required  by  §  32.16 
of  this  Part  to  be  on  deposit  in  segregated 
accounts  on  behalf  of  such  option  cus¬ 
tomers;  and 

(iii)  The  amount  of  the  futures  com¬ 
mission  merchant’s  residual  interest  in 
such  foreign  option  custcaner  funds. 

(g)  Each  clearing  organization  of  a 
domestic  commodity  option  exchange 
which  receives  from  its  members,  securi¬ 
ties  or  property  belonging  to  option  cus¬ 
tomers  (excluding  owners  or  holders  of 
proprietary  option  accounts  of  such 
members,  in  lieu  of  money  to  margin, 
purchase,  guarantee  or  secure  the  com¬ 
modity  option  transactions  of  such  op¬ 
tion  customers,  or  receives  notice  that 
any  such  securities  or  property  have 
been  received  by  a  bank  or  trust  cwn- 
pany  acting  as  custodian  for  such  clear¬ 
ing  organization,  shall  maintain  a  rec¬ 
ord  which  will  show  separately  for  each 
member,  the  dates  when  such  securities 
or  property  were  received,  a  description 
of  the  securities  or  property,  the  identity 
of  the  depositories  or  other  places  where 
such  securities  or  property  are  segre¬ 
gated,  and  the  dates  such  securities  or 
property  were  returned  to  the  member, 
or  otherwise  disposed  of,  together  with 
the  facts  and  circumstances  of  such 
other  disposition  including  the  authori¬ 
zation  therefor. 

(h)  Each  futures  commission  mer¬ 
chant  and  each  clearing  organization  of 
a  domestic  conunodity  option  exchange 
which  invests  domestic  option  customer 
funds,  and  each  futures  commission 
merchant  which  invests  foreign  option 
customer  funds,  in  obligations  described 
in  §  32.16  of  this  Part,  shall  keep  and 
maintain  a  record  showing  the  follow¬ 
ing: 

(1)  The  dates  on  which  such  invest¬ 
ments  were  made; 

(2)  The  name  of  the  person  through 
which  su<^  investments  were  made; 

(3)  The  face  value  and  cost  of  each 
investment; 

(4)  A  description  of  the  obligations  in 
which  such  investments  were  made; 

(5)  The  identity  of  the  depositories  or 
other  places  where  such  obligations  are 
segregated; 

(6)  The  date  on  which  such  invest¬ 
ments  were  liquidated  or  otherwise  dis¬ 
posed  of  and  the  amount  of  money  re¬ 
ceived  on  such  disposition,  if  any;  and 
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(7)  iTie  name  of  the  person  through 
which  such  investments  were  liquidated. 

(i)  Each  futures  commission  mer¬ 
chant  shall  furnish  in  writing  directly  to 
each  option  customer: 

( 1 )  As  of  the  close  of  the  last  business 
day  of  e8w:h  calendar  month  or  as  of 
any  regular  monthly  date  selected,  a 
statement  which  clearly  shows: 

(1)  All  commodity  option  trsmsactions 
effected  for  the  option  customer  during 
the  monthly  reporting  period,  including 
the  dates  of  exercise  and  expiration  of 
any  commodity  option  and  purchases  or 
sales  of  any  commodity  option; 

(ID  The  open  commodity  option  posi¬ 
tions  carried  for  the  option  customer, 
with  striking  prices  and  the  prices  at 
which  acquired,  the  dates  of  execution 
and  the  expiration  or  declaration  dates; 

(iii)  ITie  unrealized  profit  or  loss  on 
all  open  commodity  option  positions 
marked  to  the  market; 

(iv)  nie  net  ledger  balance  carried 
in  the  option  customer’s  account  as  of 
the  monthly  closing  date  and  a  complete 
description  of  any  domestic  option  cus¬ 
tomer  funds  or  foreign  option  customer 
funds  held  for  the  option  customer; 

(V)  A  detailed  accounting  of  all  finan¬ 
cial  charges  and  credits  to  the  previous 
ledger  balance  during  the  monthly  re¬ 
porting  period,  including  all  domestic 
option  customer  funds  and  foreign  op- 
tictti  custwner  funds  received  from  or 
disbursed  to  the  option  customer,  pre¬ 
miums  charged  and  received,  commis¬ 
sions  and  fees,  and  realized  profits  and 
losses;  and 

(vi)  Any  securities  or  other  property 
which  the  option  customer  has  deposited 
with  the  futures  commission  merchant 
that  represent  domestic  or  foreign  op¬ 
tion  customer  funds  to  margin,  guaran¬ 
tee  or  secure  his  option  accoimt. 

(2)  With  respect  to  any  option  ac¬ 
count  controlled  by  any  person  other 
than  the  option  custcxner  for  whom  thOt 
account  is  carried,  except  such  option 
customer’s  spouse,  parent  or  child,  a 
copy  of  the  statements  required  by  par¬ 
agraph  (i)(l)  of  this  section  shall  be 
sent  to  the  controller  of  the  account  as 
well  as  to  the  option  customer  for  whom 
such  account  is  carried. 

(j)  Each  futures  ccxnmission  mer¬ 
chant  shall  prepare,  as  of  the  last  busi¬ 
ness  day  of  each  calendar  month  or 
suiy  reg^ar  monthly  date  selected,  a 
listing  of  all  open  commodity  option  po¬ 
sitions.  carried  for  option  customers. 
Such  listing  of  positions  shall  be  by  un¬ 
derlying  commodity  or  contract  for  fu¬ 
ture  delivery  and  by  striking  price,  and 
shall  include  the  following  details  with 
respect  to  each  open  commodity  option 
position: 

(1)  ’Hie  imderljdng  commodity  or  fu¬ 
ture  and  the  delivery  month  of  that  fu¬ 
ture; 

(2)  The  date  of  execution  and  strik¬ 
ing  price; 

(3)  'The  expiration  or  declaration 
date; 

(4)  Details  of  the  price  of  the  com¬ 
modity  (^tion,  including  permium, 
mark-up,  commissions  and  fees;  and 
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(5)  The  net  imreallzed  profit  or  loss 
on  such  open  commodity  option  posi¬ 
tions. 

(k)  Each  domestic  commodity  option 
exchange  shall: 

(l)  Maintain  or  cause  to  be  main¬ 
tained  by  its  clearing  organization  a 
single  record  which  shall  show  complete 
details  for  each  commodity  option  trans¬ 
action  executed  through  its  facilities,  in¬ 
cluding  but  not  limited  to: 

(i)  The  date  of  execution; 

(ii)  Underlying  commodity  or  contract 
for  future  delivery  and  the  delivery 
month  of  that  future; 

(iii)  Quantity; 

(iv)  Striking  price; 

(V)  Floor  broker  or  fioor  trader 
buying; 

(vi)  Clearing  member  buying; 

(vii)  Floor  broker  or  fioor  trader 
selling; 

(viii)  Clearing  member  selling; 

(ix)  Symbols  indicating  whether  the 
buyer  and  grantor  each; 

(A)  Was  trading  for  his  own  account 
or  an  account  which  he  controlled: 

(B)  Was  trading  for  his  member’s  or 
clearing  member’s  hotise  account; 

(C)  Was  trading  for  another  member 
present  on  the  exchange  floor,  or  an  ac¬ 
count  controlled  by  such  other  member; 
or 

(D)  Was  trading  for  any  other  type 
person:  and 

(E)  Was  a  producer,  processor,  mer¬ 
chant  or  consumer  engaged  in  handling 
or  utilizing  the  commodity  (including  the 
products,  by-products  or  source  com¬ 
modity  thereof)  on  which  the  option  is 
traded,  or  the  conunodity  underlying  the 
contract  of  sale  for  future  delivery  on 
which  the  option  is  traded; 

(X)  The  option  customer’s  uniform  ac¬ 
count  identification  number; 

(xi)  By  appropriate  and  xmiform 
symbols,  transfer  trades  and  transac¬ 
tions  cleared  on  dates  other  than  the 
date  of  execution;  and 

(xii)  The  mechanically  or  electron¬ 
ically  verified  time  of  execution  of  such 
omimodity  option  transaction  to  at  least 
the  nearest  minute  or  such  superior  time 
sequence  indicia  as  may  otherwise  be  au¬ 
thorized  by  the  Commission. 

(2)  Provide  a  uniform  non-variable 
account  identification  number  system 
which  will  identify  all  transactions 
executed  on  each  domestic  commodity 
option  exchange  for  or  on  the  behalf  of 
each  option  customer. 

(3)  Provide  for  the  identification  of 
fioor  brokers,  fioor'traders,  and  clearing 
members  in  the  records  required  to  be 
kept  by  paragraphs  (d)(2),  (e)(3)  and 
(k)  (1)  of  tills  section,  by  the  use  of  a  dis¬ 
tinctive,  nonvariable  designation  for 
each  such  floor  broker,  floor  trader,  and 
clearing  member. 

(4)  Establish  and  maintain  a  record  of 
all  changes  in  the  price  (rf  commodity  op¬ 
tion  transactions  executed  on  the  floor  of 
the  domestic  ctHnmodity  option  ex¬ 
change.  This  price  change  register  shall 
include  the  time  of  all  changes  in  price 
to  at  least  the  nearest  sixty  seconds. 

(5)  The  records  and  information  re¬ 
quired  by  paragraph  (k)  of  this  section 
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must  be  maintained  and  provided  on 
compatible  data  processing  magnetic 
tapes,  magnetic  discs  or  other  medium 
acceptable  to  the  Commission,  using  a 
format  and  coding  structure  that  has 
been  approved  by  the  Commission.  Such 
tapes  or  discs  must  be  retained  by  the 
domestic  commodity  option  exchange 
until  the  data  has  been  transferred  to 
the  Commission’s  own  data  tapes  or 
discs,  or  such  other  time  as  determined 
by  the  Commission.  Information  pro¬ 
vided  by  means  of  data  processing  tapes 
or  discs  must  also  be  accompanied  by  a 
complete  and  accurate  printout  of  the 
information,  which  shall  be  signed  and 
submitted  by  an  officer  of  the  domestic 
commodity  option  exchange  or  by  a  per¬ 
son  designated  bv  the  exchange  who 
shall  have  been  identified  in  writing  as 
the  designee  of  the  exchange  for  such 
purpose. 

§  32.19  Application  and  closing  out  of 
offsetting  option  positions. 

(a)  Any  futures  commission  merchant 
who.  on  or  subject  to  the  rules  of  a 
domestic  commodity  option  exchange: 

(1)  Purchases  a  put  or  call  option  for 
the  account  of  an  option  customer  when 
the  account  of  such  customer  at  the  time 
of  such  purchase  has  a  short  option  posi¬ 
tion  with  the  same  specifications  as  that 
purchased,  or 

(2)  Sells  a  put  or  call  option  for  the 
account  of  an  option  customer  when  the 
account  of  such  customer  at  the  time  of 
such  sale  has  a  long  option  position  with 
the  same  specifications  as  that  sold, 

shall  on  the  same  day  apply  such  pur¬ 
chase  or  sale  against  such  previously 
held  long  or  short  option  position,  as  the 
case  may  be,  and  shall  promptly  furnish 
such  option  customer  a  purchase  and  sale 
statement,  or  account  statement,  show¬ 
ing  the  financial  result  of  the  transac¬ 
tions  involved. 

(b)  In  all  instances  wherein  the  short 
or  long  position  in  an  option  customer’s 
account  immediately  prior  to  such  offset¬ 
ting  purchase  or  sale  is  greater  than  the 
quantity  purchased  or  sold,  the  futures 
commission  merchant  shall  apply  such 
offsetting  purchase  or  sale  to  the  oldest 
portion  of  the  previously  held  short  or 
long  position:  Except,  that  upon  spe¬ 
cific  instructions  from  the  option  cus¬ 
tomer  the  offsetting  transactions  shall  be 
applied  as  specified  by  the  option  cus¬ 
tomer  without  regard  to  the  date  of  ac¬ 
quisition  of  the  previously  held  position. 
Such  instructions  may  also  be  accepted 
from  any  person  who,  by  power  of  attor¬ 
ney  or  otherwise,  actually  directs  trading 
in  the  option  customer’s  account  unless 
the  person  directing  the  trading  is  the 
futures  commission  merchant  (including 
any  partner  thereof) ,  or  is  an  oflBcer,  em¬ 
ployee,  or  agent  of  the  futures  commis¬ 
sion  merchant.  With  respect  to  every 

.  such  offsetting  transaction  that,  in  ac¬ 
cordance  with  such  specific  instructions, 
is  not  applied  to  the  oldest  portion  of  the 
previously  held  position,  the  futures  com¬ 
mission  merchant  shall  clearly  show  on 
the  purchase  and  sale  statement  issued  to 
the  option  customer  in  connection  with 
the  transaction,  that  because  of  the  spe- 
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cific  instructions  given  by  or  on  behalf 
of  the  option  customer,  toe  transaction 
was  not  applied  in  toe  usual  manner,  i.e., 
against  toe  oldest  portion  of  toe  pre¬ 
viously  held  position.  However,  no  such 
showing  need  be  made  if  toe  futures 
commission  merchant  has  received  such 
specific  instructions  in  writing  from  toe 
option  customer  for  whom  such  accoimt 
is  carried. 

(c)  Nothing  in  this  section  shall  be 
deemed  to  require  toe  application  of  pur¬ 
chases  or  sales  closed  out  during  toe 
same  day  (commonly  know  as  “in-and- 
out  trades”  or  “day  trades”)  against 
short  or  long  options  positions  carried 
forward  from  a  prior  date. 

(d)  (Reserved). 

§  32.20  Filing  of  information  by  domes* 
tic  commodity  option  exchanges. 

Each  domestic  commodity  option  ex¬ 
change  shall  file  with  toe  Commission 
within  60  days  of  notification,  or  within 
such  other  period  as  toe  Commission 
shall  determine,  a  written  report  that 
clearly  demonstrates  that  such  exchange 
is  complying  with  toe  requirements  of 
§S  32.5  and  32.6.  At  toe  Commission’s 
discretion,  toe  information  required 
hereby  may  be  limited  to  selected  terms 
and  conditions  of  specified  option  con¬ 
tracts. 

§  32.21  Reports  general  proririons. 

(a)  As  used  in  H  32.21  through  32.24: 

(1)  “Foreign  broker”  means  any  per¬ 
son  located  outside  of  toe  United  States 
who  carries  an  accoxmt  in  commodity  op¬ 
tions  on  any  domestic  commodity  option 
exchange  for  any  other  person; 

(2)  “Reportable  position”  means  any 
open  contract  position  in  any  pcui:icular 
option  on  any  domestic  commodity  op¬ 
tion  exchange,  which,  at  toe  close  of  toe 
market  on  any  business  day,  equals  or 
exceeds  toe  quantity  fixed  in  paragraph 
(c)  of  this  section  for  reporting  purposes 
for  toe  particular  commodity  option; 

(3)  “Special  Accoimt”  means  any  com¬ 
modity  option  account  in  which  there  is 
a  reportable  position; 

(4)  “Trader”  means  a  person  who,  for 
his  own  account  or  for  an  account  which 
he  controls,  makes  transactions  in  com¬ 
modity  options  or  has  transactions  made; 

(5)  “Clearing  member”  means  any  per¬ 
son  who  is  a  member  of,  or  enjoys  toe 
privilege  of  clearing  trades  in  his  own 
name  through,  toe  clearing  organization 
of  a  domestic  commodity  option  ex¬ 
change. 

(b)  Elach  domestic  commodity  option 
exchange  shall  file  reports  with  toe  Com¬ 
mission  with  respect  to  such  commod¬ 
ities,  or  such  forms,  at  such  time,  and  in 
accordance  with  such  directions  as  are 
hereinafter  set  forth. 

(c)  The  quantity  fixed  for  toe  report¬ 
ing  purposes  is  25  option  contracts. 

§  32.22  Reports  by  domestic  ctmimodity 
option  exchanges. 

(a)  Each  domestic  commodity  option 
exchange  shall  report  to  toe  Commission 
for  each  business  day  toe  following  in¬ 
formation,  by  commodity,  by  put,  by  call, 
by  expiration  date,  by  striking  price  (if 


serialized  or  standardized) ,  and  by  clear¬ 
ing  member  within  each  type  option,  in 
a  form  and  manner  approved  by  the 
Commission’s  Regional  Director  having 
local  jurisdiction  with  respect  to  toe 
domestic  commodity  option  exchange: 

<1)  The  total  of  all:  (i)  Long  open  put 
contracts,  (ii)  short  open  put  contracts, 

(iii)  long  open  call  contracts,  and  (iv) 
short  opai  call  contracts,  carried  at  the 
end  of  toe  day  covered  by  toe  report; 

(2)  ’The  quantity  of  commodity  options 
bought  and  sold  during  toe  day  covered 
by  toe  report; 

(3)  The  quantity  of  purchase  transfer 
trades  or  office  trades  and  toe  quantity 
of  sale  transfer  trades  or  office  trades, 
which  are  included  in  toe  total  quantity 
of  options  contracts  bought  and  sold  dur¬ 
ing  toe  day  covered  by  toe  report,  and 
toe  identity  of  toe  clearing  members  who 
made  toe  transfers; 

(4)  The  quantity  of  options  exercised 
during  toe  day  covered  by  toe  report  and 
the  identity  of  toe  clearing  members  who 
exercised  toe  options. 

(b)  Required  reports  shall  be  sub¬ 
mitted  on  toe  business  day  following  toe 
day  for  which  toe  reports  are  filed  and 
shall  be  filed  in  accordance  with  toe  in¬ 
structions  of  toe  Commission’s  Regional 
Director  having  local  jurisdiction  with 
respect  to  such  domestic  commodity  op¬ 
tion  exchange. 

(c)  Each  domestic  commodity  option 
exchange  shall  publish:  (1)  For  each 
business  day  toe  following  information 
by  put,  by  call,  by  expiration  month  and 
striking  price  (if  standardized  or  serial¬ 
ized),  for  each  commodity  option  for 
which  it  is  licensed : 

(1)  'Die  total  volume  of  trading,  ex¬ 
cluding  transfer  trades  and  office  trades; 

(ii)  The  total  numbw*  exercised; 

(iii)  The  total  number  of  open  con¬ 
tracts; 

(iv)  Concerning  the  premium:  (A)  toe 
opening  and  closing  range,  (B)  toe  high 
and  (C)  toe  low. 

Such  information  shall  be  made  readily 
available  to  toe  news  media  and  toe 
general  public  in  printed  form  and  with¬ 
out  charge  at  toe  office  and  trading  floor 
of  the  domestic  commodity  option  ex¬ 
change  not  later  than  the  business  day 
following  toe  day  for  which  publication 
is  made; 

(2)  For  each  month,  toe  following  in¬ 
formation  by  put,  by  call,  by  expiration 
month  and  striking  price  (if  standard¬ 
ized  or  serialized) ,  for  each  commodity 
option  for  which  it  is  licensed: 

(i)  'Hie  total  monthly  trading  volume, 
excluding  transfer  trades  and  office 
trades: 

(ii)  The  total  monthly  trading  volume 
generated  by  producers,  processors,  mer¬ 
chants  and  consumers  engaged  in  han¬ 
dling  or  utilizing  toe  commodity  (includ¬ 
ing  the  products,  by-products  or  source 
commodity  thereof)  on  which  toe  option 
is  traded,  or  toe  commoditv  underlying 
the  contract  of  sale  for  future  delivery 
on  which  toe  option  is  traded; 

(iii)  The  total  number  exercised  dur¬ 
ing  toe  month; 

(iv)  The  total  number  lapsed  unex- 
erclsed  during  the  month; 


(v)  The  total  number  of  open  con¬ 
tracts  as  of  toe  last  business  day  of  the 
month; 

(Vi)  The  high  and  toe  low  premium 
diulng  toe  month. 

Such  information  shall  be  submitted 
to  toe  Commission,  and  made  readily 
available  to  toe  news  media  and  toe  gen¬ 
eral  public  without  charge  at  the  office 
end  trading  floor  of  toe  domestic  com¬ 
modity  option  exchange,  in  printed  form 
not  later  than  toe  fifth  business  day  fol¬ 
lowing  toe  month  to  which  toe  informa¬ 
tion  relates. 

(d)  Each  domestic  commodity  option 
exchange  shall  submit  a  report  to  toe 
Commission  for  each  business  day  con¬ 
taining  toe  following  information  for  all 
traders  holding  reportable  positions: 
(1)  Positions  held  in  each  option  con¬ 
tract  by  striking  price  and  expiration 
date  by  each  reportable  trader  through 
each  futures  commission  merchant,  for¬ 
eign  br(*er.  and  clearing  member  who 
is  not  a  futures  commission  merchant; 

(2)  Purchases  and  sales,  by  strikhig 
price  and  expiration  month; 

(3)  Quantity  of  commodity  options  ex¬ 
ercised,  by  strtking  price  and  expirati<m 
month; 

(e)  Each  domestic  cMnmodity  option 
exchange  shall  submit  all  information 
required  upon  special  call  In  the  form 
and  manner  and  in  accordance  with  in¬ 
structions  as  may  be  specified  by  the 
Commission. 

(f)  Each  domestic  commodity  option 
exchange  shell  furnish  to  toe  Oommls- 
sion  a  cony  of  each  CTTC  Form  102,  or 
its  equivalent,  submitted  by  futures  com¬ 
mission  merchants,  foreign  brokers,  and 
clearing  members  who  are  not  futures 
commission  merchants  to  identify  those 
traders  in  Special  Account  (reportable) 
status. 

(g)  Any  domestic  commodity  option 
exchange  discovering  any  errors  or  omis¬ 
sions  in  any  report  which  has  been  filed 
with  toe  Commission,  shall  promptly  in¬ 
form  toe  Commission  with  respect 
thereto. 

(h)  The  information  required  to  be 
filed  by  domestic  commodity  option  ex¬ 
changes  under  paragraphs  (a)  through 
(g)  of  this  section  must  be  provided  on 
compatible  data  processing  magnetic 
tapes,  magnetic  di^,  or  other  medium 
acceptable  to  toe  Commission,  using  a 
format  and  coding  structure  that  has 
been  approved  by  the  Commission.  Ihe 
above  information  must  be  reproduced  in 
hard  copy  form  following  such  format  as 
directed  by  the  Commission.  A  complete 
and  accurate  printout  of  toe  information 
must  accompany  the  data  processing 
medium  and  be  submitted  by  an  officer 
of  toe  domestic  commodity  option  ex¬ 
change  or  by  a  person  designated  by  toe 
exchange  who  shall  have  been  identified 
in  writing  to  toe  Commission  as  toe 
designee  of  toe  exchange  for  such  pur¬ 
pose.  This  information  must  be  sub¬ 
mitted  to  toe  Commission  as  soon  as  pos¬ 
sible  but  no  later  than  the  close  of  busi¬ 
ness  on  toe  business  day  following  toe 
day  for  which  toe  reports  are  filed. 
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§  32.23  Information  to  be  furnished  by 
option  traders. 

(а)  Every  trader  who  holds  or  controls 
an  open  commodity  option  position  equal 
to  or  in  excess  of  a  reportable  position 
shall  furnish  to  the  Commission  a 
“Statement  of  Reporting  Trader”  on 
Form  40,  or  provide  a  supplement  to  the 
current  Form  40  on  file  with  the  Com¬ 
mission,  which  shall  include  the  follow¬ 
ing  information: 

(1)  The  name,  address,  and  telephone 
number  of  the  reporting  trader; 

(2)  The  type  of  commodity  option  ac- 
coimt,  i.e.,  individual,  joint,  partnership, 
corporation,  or  other,  in  which  trans¬ 
actions  are  effected  for  his  benefit; 

(3)  If  the  reporting  trader  is  registered 
with  the  Commission,  the  type  of  regis¬ 
tration; 

(4)  The  name  and  address  of  each  per¬ 
son  whose  commodity  option  account  is 
controlled  by  the  reporting  trader; 

(5)  The  name  and  address  of  each 
person  who  controls,  has  a  financial  in¬ 
terest  in,  or  guarantees  the  account  of 
the  reporting  trader: 

(б)  If  the  account  is  owned  or  con¬ 
trolled  by  a  foreign  government  or  agent 
of  a  foreign  government,  the  name  of  the 
government  and/or  the  nature  of  the 
control  or  relationship: 

(7)  If  the  reporting  trader  is  an  in¬ 
dividual  or  participant  in  a  joint  account, 
the  name,  address,  and  type  of  any  or¬ 
ganization  in  which  he  participates  in 
the  management  or  in  which  he  has  a 
financial  Interest,  if  that  organization 
holds  another  commodity  option  trading 
account: 

(8)  If  the  reporting  trader  is  a  part¬ 
nership,  the  name  and  address  of  each 
partner,  and  the  name 'of  the  partner 
who  ordinarily  places  orders  and  files  the 
required  reports: 

(9)  If  the  reporting  trader  is  a  cor¬ 
poration,  the  names  and  addresses  of 
any  parent  corporations  that  are  not  in¬ 
corporated  under  the  laws  of  any  State 
or  the  District  of  Columbia,  the  names 
and  addresses  of  all  afiBliate  corpora¬ 
tions  (parents  and  subsidiaries)  that 
trade  commodity  options  and/or  con¬ 
tracts  for  the  future  delivery  of  any 
commodity  traded  on  any  contract  mar¬ 
ket,  and  the  name,  office  address,  and 
business  phone  number  of  the  person  or 
persons  who  are  responsible  for  the 
options  trading:  and 

(10)  If  the  reporting  trader  is  engaged 
in  the  marketing  of  any  physical  com¬ 
modities  or  in  any  business  activity 
which  utilizes  the  commodity  futures  or 
option  markets  as  a  means  of  hedging 
against  possible  loss  through  fluctua¬ 
tions  in  price,  the  physical  commodity 
or  commodities  that  are  marketed,  the 
type  of  business,  and  the  commodity  fu¬ 
tures  and/or  option  markets  utilized. 

(b)  The  “Statement  of  Reporting 
Trader”  and  any  supplement  thereto  re¬ 
quired  by  paragraph  (a)  of  this  section 
must  be  signed  by  the  trader  personally. 
If  the  account  is  in  the  name  of  an  or¬ 
ganization,  the  signature  should  be  that 
of  a  partner,  officer,  trustee  or  other  per¬ 
son  authorized  to  sign  for  the  organiza¬ 
tion. 
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(c)  If  a  trader  has  a  reportable  posi-  (d)  The  total  number  exercised  dur- 
tion,  and:  (1)  There  is  any  change  in  the  ing  the  month; 


information  required  under  paragraph 
(a)  of  this  section,  or  (2)  The  trader’s 
most  recently  filed  CFTC  Form  40  is 
more  than  one  year  old,  the  trader  shall 
furnish  the  Commission  with  an  updated 
CFTC  Form  40. 

(d)  Every  trader  who  has  a  reportable 
position  shall  keep  books  and  records 
showing  all  details  concerning  all  posi¬ 
tions  and  transactions: 

( 1 )  In  the  commodity  option, 

(2)  In  contracts  of  sale  for  future  de¬ 
livery  in  the  underlying  commodity  on 
all  contract  markets, 

(3)  In  commodity  option  contracts  on 
all  domestic  commodity  option  ex¬ 
changes  in  the  underlying  commodity, 
and 

(4)  In  the  physical  commodity  under¬ 
lying  the  commodity  option,  its  products, 
and  byproducts, 

which  shall  be  oi>en  at  all  times  to  in¬ 
spection  by  any  representative  of  the 
Commission.  Such  traders  shall,  upon 
request,  furnish  to  the  Commission  any 
pertinent  information  concerning  such 
positions  and  transactions. 

§  32.24  Special  calls  for  information 
from  futures  commission  merchants, 
foreign  brokers,  and  members  of  do¬ 
mestic  commodity  option  exchanges. 

% 

(a)  Upon  special  call  by  the  Commis¬ 
sion,  each  futures  commission  merchant, 
foreign  broker,  or  member  of  a  domestic 
commodity  option  exchange  shall  fur¬ 
nish  to  the  Commission  details  concern¬ 
ing  its  commodity  option  transactions 
and  commodity  option  transactions  ef¬ 
fected  for  its  option  customers  as  the 
Commission  may  specify  in  the  call. 

(b)  All  information  required  upon 
special  call  shall  be  prepared  in  such 
form  and  manner  and  in  accordance 
with  such  instructions,  and  shall  be 
transmitted  at  such  time  and  to  such 
office  of  the  Commission,  as  may  be 
specified  in  the  call. 

§  32.25  Reports  by  futures  commission 
merchants. 

Each  futures  commission  merchant 
shall  submit  to  the  Commission  a 
monthly  report  for  option  transactions 
entered  into  with  its  option  customer  on 
or  subject  to  the  rules  of  a  foreign  com¬ 
modity  option  exchange,  containing  the 
following  information,  by  commodity, 
by  option  type  (put,  call,  or  double)  and 
by  option  duration: 

(a)  The  total  number  of  open  con¬ 
tracts  as  of  the  last  business  day  of  the 
month  and  the  previous  month; 

(b)  The  total  monthly  trading  vol¬ 
ume; 

(c)  The  total  monthly  trading  volume 
generated  by  producers,  processors,  mer¬ 
chants,  and  consumers  engaged  in 
handling  or  utilizing  the  commodity 
(including  the  products,  by-products,  or 
source  commodity  thereof)  on  which 
the  option  is  traded,  or  the  commodity 
underlying  the  contract  of  sale  for  fu¬ 
ture  delivery  on  which  the  option  is 
traded; 


(e)  The  total  number  lapsed  imexer- 
cised  during  the  month; 

(f)  The  total  number  repurchased 
during  the  month; 

(g)  The  aggregate  purchase  price  for 
all  options  sold  during  the  month; 

(h)  The  aggregate  premiiuns  for  all 
options  sold  during  the  month ;  and 

(i)  The  aggregate  equity  earned  by 
option  customers  on  all  options  exer¬ 
cised  during  the  month. 

This  report  shall  be  submitted  to  the 
Commission  not  later  than  the  fifth  busi¬ 
ness  day  following  the  month  to  which 
the  information  relates. 

§  32.26  Surveillance  of  segregation  re¬ 
quirements. 

(a)  For  purposes  of  this  section,  the 
term  “licensed  auditing  exchange” 
means,  for  a  futures  commission  mer¬ 
chant  which  is  a  member  of  more  than 
one  domestic  commodity  option  ex¬ 
change.  and  is  the  subject  of  an  approved 
plan  under  this  section,  a  domestic  com¬ 
modity  option  exchange  delegated  the 
responsibility  by  such  plan  for  monitor¬ 
ing  and  auditing jsuch  a  futures  commis¬ 
sion  merchant  for  compliance  with  the 
segregation  requirements  of  the  domes¬ 
tic  commodity  option  exchanges  of  which 
the  futures  commission  merchant  is  a 
member,  and  which  are  participating  in 
such  aooroved  plan. 

(b)  Each  domestic  commodity  option 
exchange  must  adopt  segregation  re¬ 
quirements  for  its  member  futUfes  com¬ 
mission  merchants.  Such  requirements 
must  be  the  same  as  those  contained  in 
§  32.16(a)  of  this  Part  relating  to  futures 
commission  merchants. 

(c)  Any  two  or  more  domestic  com¬ 
modity  option  exchanges  may  file  for 
approval  with  the  Commission  a  olan  for 
delegating  to  a  licensed  auditing  ex¬ 
change  the  responsibility  for  monitoring 
and  auditing  any  futures  commission 
merchant  which  is  a  member  of  more 
than  one  such  domestic  commodity  op¬ 
tion  exchange  for  comoliance  with  the 
segregation  requirements  adopted  by 
such  domestic  commodity  option  ex¬ 
changes  in  accordance  with  paragraph 

(b)  of  this  section. 

(d)  Any  plan  filed  under  paragraph 

(c)  of  this  section  may  contain  provi¬ 
sions  for  the  allocation  of  expenses  rea¬ 
sonably  incurred  by  the  licensed  auditing 
exchange  among  the  domestic  commodity 
option  exchanges  participating  in  the 
plan. 

(e)  A  plan’s  licensed  auditing  exchange 
must  report  to  that  plan’s  other  domes¬ 
tic  commodity  option  exchanges  any  vio¬ 
lation  of  the  segregation  requirements 
adopted  under  paragraph  (b)  of  this  ac¬ 
tion  for  which  it  has  been  delegated 
monitoring  and  auditing  responsibility. 

(f)  The  domestic  commodity  option 
exchanges  participating  in  a  plan  ap¬ 
proved  by  the  Commission  under  this 
section  may  establish,  among  thomselves, 
programs  to  provide  access  to  any  nec¬ 
essary  financial  or  related  information. 

(g)  After  appropriate  notice  and  op¬ 
portunity  for  comment,  the  Commission 
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may,  by  written  notice,  approve  a  plan 
submitted  pursuant  to  paragraph  (c)  of 
this  section,  or  any  part  thereof,  if  it 
finds  that  such  plan  or  part  is  in  the 
public  Interest,  is  for  the  protection  and 
in  the  interest  of  option  customers,  re¬ 
duces  multiple  monitoring  and  auditing 
of  futures  commission  merchants  for 
compliance  with  the  segregation  require¬ 
ments  of  the  domestic  commodity  option 
exchanges  submitting  the  plan,  fosters 
cooperation  and  coordination  among  do¬ 
mestic  commodity  option  exchanges,  and 
does  not  hinder  the  development  of  a 
registered  futures  association  under  Sec¬ 
tion  17  of  the  Act. 

(h)  (1)  Upon  approval  of  a  plan  or  part 
thereof  under  paragraph  (g)  of  this  sec¬ 
tion,  a  domestic  commodity  option  ex¬ 
change  participating  therein  shall  be 
considered  to  have  met  its  i^ponsibilities 
under  |  32.5(g)  (8)  of  this  Part  to  the  ex¬ 
tent  that  such  responsibilities  have  been 
delegated  to  a  licensed  auditing  ex¬ 
change. 

(2)  Upon  approval  of  a  plan  or  part 
thereof  under  paragraph  (g)  of  this  sec¬ 
tion.  a  domestic  commodity  option  ex¬ 
change  relieved  of  anv  responsibilities 
under  5  32.5(g)  (8)  of  this  Part  with  re¬ 
spect  to  any  member  futures  commission 
merchant  must  notify  such  member  of: 

(i)  The  limited  nature  of  its  responsi¬ 
bility  for  the  member’s  compliance  with 
its  segregation  requirements;  and  (11) 
the  identity  of  the  licensed  auditing  ex¬ 
change  which  has  been  delegated  the 
responsibility  for  monitoring  and  audit¬ 
ing  such  member  for  compliance  with 
such  domestic  commodity  option  ex¬ 
change’s  segregation  requirements. 

(i)  ’The  Commission  may.  at  any  time, 
after  appropriate  notice  and  opportu¬ 
nity  for  hearing,  withdraw  its  approval 
of  any  plan  or  part  thereof  submitted 
pursuant  to  paragraph  (c)  of  this  sec¬ 
tion,  if  such  plan  or  part  ceases  to  effec¬ 
tuate  adequately  the  purposes  of  $  32.16 

(a)  of  this  Part,  or  of  this  section. 

(j) (l)  If  a  futures  commission  mer¬ 
chant  holding  membership  in  a  domestic 
commodity  option  exchange  ceases  to  be 
a  member  in  good  standing  of  that  do¬ 
mestic  commodity  option  exchange,  such 
futures  commission  merchant  must,  on 
the  same  day  that  event  takes  place,  give 
telegraphic  notice  of  that  event  to  the 
principal  office  of  the  Commission  in 
Washington,  D.C. 

(2)  Wlienever  a  futures  commission 
merchant  holding  membership  in  a  do¬ 
mestic  commodity  option  exchange 
ceases  to  be  a  member  in  good  standing 
of  that  domestic  commodity  option  ex¬ 
change,  such  domestic  commodity  option 
exchange  must,  on  the  same  day  that 
event  takes  place,  give  telegraphic  notice 
of  that  event  to  the  principal  office  of 
the  Commission  in  Washington,  D.C., 
send  a  copy  of  that  notification  to  such 
futures  commission  merchant,  and  no¬ 
tify  such  futures  commission  merchant 
of  its  responsibilities  under  paragraph 

(j)  of  this  section. 

(k)  Nothing  in  this  section  shall  pre¬ 
clude  an  authorized  representative  of 
the  Commission  from  examining  any  fu¬ 
tures  commission  merchant  for  compli¬ 


ance  with  the  segregation  requirements 
to  which  such  futures  commission  mer¬ 
chant  is  subject. 

(1)  Each  futures  commission  merchant 
which  is  not  a  member  of  a  domestic 
commodity  option  exchange,  and  which 
solicits  or  accepts  orders  for  the  purchase 
or  sale  of  any  commodity  option,  must 
employ  an  independent  public  account¬ 
ant  to  conduct  periodic  audits  to  deter¬ 
mine  such  futures  commission  mer¬ 
chant’s  compliance  with  the  provisions 
of  $  32.16  of  this  Part.  Such  audits  must: 

(1)  Be  in  accordance  with  guidelines 
outlined  by  the  Commission; 

(2)  Be  made  at  least  six  times  during 
any  three-year  period  and  at  least  once 
during  each  calendar  year; 

(3)  Be  in  addition  to  any  annual 
audits  certified  by  an  independent  pub¬ 
lic  accountant;  and 

(4)  Be  conducted  without  prior  notice 
being  given  to  such  futures  commission 
merchant. 

The  agreement  between  the  futures  com¬ 
mission  merchant  and  the  independent 
public  accountant  must  be  in  writing. 
A  copy  of  such  agreement  must  be  sub¬ 
mitted  to  the  principal  office  of  the  Com¬ 
mission  in  Washin^n,  D.C.,  within  ten 
days  of  the  signing  of  such  agreement. 

§  32.27  Trading  requirements. 

(a)  For  purposes  or  this  section,  the 
term  “affiliated  person’’  of  a  futures  com¬ 
mission  merchant  means  any  general 
partner,  officer,  director,  owner  of  more 
than  ten  percent  of  the  equity  interests 
of  such  futures  commission  merchant, 
any  individual  or  other  person  associ¬ 
ated  with  the  futures  commission  mer¬ 
chant  in  any  capacity  specified  in  §  32.3 
of  this  Part,  or  any  relative  or  spouse  of 
any  of  the  foregoing  persons,  or  any  rela¬ 
tive  of  such  spouse,  who  shares  the  same 
home  as  any  of  the  foregoing  persons. 

(b)  All  purchases  and  sales  of  com¬ 
modity  options  on  or  subject  to  the  rules 
of  a  domestic  commodity  option  ex¬ 
change  shall  be  executed  openly  and 
competitively  by  open  outcry  or  posting 
of  bids  and  offers  or  by  other  equally 
open  and  competitive  methods  in  the 
trading  pit  or  ring  or  similar  place  pro¬ 
vided  by  the  domestic  commodity  option 
exchange,  during  the  regular  hours  pre- 
scu'bed  by  the  domestic  commodity  op¬ 
tion  exchange  for  trading  in  such  com¬ 
modity  options:  Provided,  however.  That 
this  requirement  shall  not  apply  to  such 
transactions  as  are  executed  noncom- 
petitively  in  accordance  with  written 
rules  of  the  domestic  commodity  option 
exchange,  which  have  been  submitted 
to  and  approved  by  the  Commission,  spe¬ 
cifically  providing  for  the  noncompeti¬ 
tive  execution  of  such  transactions. 

(c)  Every  person  handling,  executing, 
clearing,  or  carrying  transactions  or  po¬ 
sitions  on  or  subject  to  the  rules  of  a 
domestic  commodity  option  exchange 
which  are  not  competitively  executed,  in¬ 
cluding  transfer  trades  or  office  trades, 
shall  identify  and  mark  by  appropriate 
symbol  or  designation  all  such  transac¬ 
tions  or  contracts  and  all  orders,  records, 
and  memoranda  pertaining  thereto. 


(d)  Each  domestic  commodity  option 
exchange  shall  adopt  and  submit  to  the 
Commission  for  approval,  pursuant  to 
section  32.6  of  this  Part,  a  set  of  rules 
which  shall,  at  a  minimum,  with  respect 
to  each  member  of  the  domestic  com¬ 
modity  option  exchange  who  acts  as  a 
floor  broker : 

(1)  Prohibit  such  member  from  pur¬ 
chasing  any  commodity  option  for  his 
own  account,  or  for  any  account  in  which 
he  has  an  interest,  while  holding  an  or¬ 
der  of  another  person  for  the  purchase 
of  the  same  commodity  option  which  is 
executable  at  the  market  price  or  at  the 
price  at  which  such  purchase  can  be 
made  for  the  member’s  own  account  or 
the  account  in  which  he  has  an  inter¬ 
est; 

(2)  Prohibit  such  member  from  selling 
any  commodity  option  for  his  own  ac¬ 
count,  or  for  any  account  in  which  he 
has  an  interest,  while  holding  an  order 
of  another  person  for  the  sale  of  the 
same  commodity  option  which  is  execut¬ 
able  at  the  market  price  or  at  the  price 
at  which  such  sale  can  be  made  for  the 
member’s  own  account  or  the  accoimt  in 
which  he  has  an  interest; 

(3)  Prohibit  such  member  from  exe¬ 
cuting  any  option  transaction  for  any 
accoimt  of  another  person  for  which  buy¬ 
ing  and/or  selling  option  orders  can  be 
placed  or  originated,  or  for  which  option 
transactions  can  be  executed  by  such 
member  without  the  prior  specific  writ¬ 
ten  consent  of  the  owner  of  the  option 
account,  regardless  of  whether  the  gen¬ 
eral  authorization  for  such  orders  or 
transactions  is  pursuant  to  a  written 
agreement,  except  that  orders  for  such 
an  account  may  be  placed  with  another 
member  for  execution; 

(4)  Prohibit  such  member  from  dis¬ 
closing  at  any  time  that  he  is  holding  an 
option  order  of  another  person  or  from 
divulging  any  option  order  revealed  to 
him  by  reason  of  his  relationship  to  such 
person,  except  pursuant  to  paragraph 
(c)  of  this  section  or  at  the  request  of  an 
authorized  representative  of  the  Com¬ 
mission  or  the  domestic  commodity  op¬ 
tion  exchange; 

(5)  Prohibit  such  member  from  mak¬ 
ing  any  purchase  or  sale  of  an  option 
which  has  been  directly  or  indirectly 
prearranged; 

(6)  Prohibit  such  member  from  allo¬ 
cating  option  trades  among  accounts,  ex¬ 
cept  m  accordance  with  domestic  com¬ 
modity  option  exchange  rules  that  have 
been  approved  by  the  Commission  pur¬ 
suant  to  $  32.6  hereof ; 

(7)  Prohibit  such  member  from  with¬ 
holding  or  withdrawing  from  the  market 
any  option  order  or  part  of  an  option 
order  of  another  person  for  the  conven¬ 
ience  of  another  member; 

(8)  Require  that  every  execution  of  an 
option  transaction  on  the  floor  by  such 
member  be  confirmed  promptly  with  the 
opposite  floor  broker  or  floor  trader;  such 
confirmation  shall  identify  price,  quan¬ 
tity,  expiration  date,  and  respective 
clearing  members. 

(e)  Each  futures  commission  merchant 
shall,  at  the  minimum,  establish  and  en¬ 
force  internal  rules,  procedures,  and  con- 
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trols  with  respect  to  transactions  exe¬ 
cuted  on  or  subject  to  a  domestic  com¬ 
modity  option  exchange  to; 

(1)  Insure,  to  the  extent  possible,  that 
each  option  order  received  from  an  op¬ 
tion  customer  which  is  executable  at  or 
near  the  market  price  is  transmitted  to 
the  floor  of  the  aopropriate  domestic 
commodity  option  exchanee  before  any 
order  in  the  same  commodity  option  for 
any  proprietary  account  or  anv  other 
account  in  which  an  affiliated  person  has 
an  interest  or  for  which  an  affiliated  per¬ 
son  may  originate  option  orders  without 
the  prior  specific  written  consent  of  the 
account  owner  is  transmitted  or  caused 
to  be  transmitted  to  the  floor  of  a  do¬ 
mestic  commodity  option  exchange  by 
the  futures  commission  merchant  or  by 
any  affiliated  person  who  gains  knowl¬ 
edge  of  such  option  customer’s  order 
prior  to  its  transmission  to  the  floor  of 
the  appropriate  domestic  commodity  op¬ 
tion  exchange;  and 

(2)  Prevent  affiliated  persons  from 
placing  option  orders,  directly  or  indi¬ 
rectly,  with  another  futures  commission 
merchant  in  a  manner  designed  to  cir¬ 
cumvent  the  provisions  of  paragraph 
f  e )  ( 1 )  of  this  section. 

(f)  No  futures  commission  merchant 
or  any  of  its  affiliated  persons  shall  dis¬ 
close  that  an  option  order  of  another  per¬ 
son  is  being  held  by  the  futures  commis¬ 
sion  merchant  or  anv  of  its  affiliated 
persons,  unless  such  disclosure  is  neces¬ 
sary  to  the  effective  execution  of  such  or¬ 
der  or  is  made  at  the  request  of  an  au¬ 
thorized  representative  of  the 
Commission,  the  domestic  commodity 
option  exchange  on  which  such  order  is 
to  be  executed,  or  a  national  futures  as¬ 
sociation  registered  with  the  Commission 
pursuant  to  Section  17  of  the  Act. 

(g)  No  futures  commission  merchant 
shall  knowingly  handle  an  option  ac¬ 
count  of  any  affiliated  person  of  another 
futures  ccanmission  merchant  unless  the 
futures  commission  merchant: 

(1)  Receives  written  authorization 
from  a  person  designated  by  such  other 
futures  commission  merchant  with  re¬ 
sponsibility  for  the  surveillance  over  such 
option  account  pursuant  to  paragraph 
(e)  (2)  of  this  section; 

(2)  Prepares  immediately  upon  receipt 
of  an  option  order  for  such  account  a 
written  record  of  such  order,  including 


the  account  identification  and  order 
number,  and  records  thereon,  by  time- 
stamping  or  other  timing  devices,  the 
date  and  time,  to  the  nearest  minute,  the 
order  is  received;  and 

(3)  Transmits  on  a  regular  basis  to 
such  other  futures  commission  merchant 
copies  of  all  statements  for  such  option 
account  and  of  all  written  records  pre¬ 
pared  upon  the  receipt  of  option  orders 
for  such  account  pursuant  to  paragraph 
(g)  (2)  of  this  section. 

(h)  No  affiliated  person  of  a  futures 
commission  merchant  shall  have  an  op¬ 
tion  account,  directly  or  indirectly,  with 
another  futures  commission  merchant 
unless: 

(1)  Such  affiliated  person  receives  au¬ 
thorization  to  maintain  such  an  option 
account  from  a  person  designated  by  the 
futures  commission  with  which  such  per¬ 
son  is  affiliated,  who  has  responsibility 
for  the  surveillance  over  such  account 
pursuant  to  paragraph  (e)  (2)  of  this 
section;  and 

(2)  Copies  of  all  statements  for  such 
account  and  of  all  written  records  pre¬ 
pared  by  such  other  futures  commission 
merchant  upon  receipt  of  orders  for  such 
account  pursuant  to  paragraph  (g)  (2) 
of  this  section  are  transmitted  on  a  reg¬ 
ular  basis  to  the  futures  commission 
merchant  with  which  such  person  is  af¬ 
filiated. 

§  32.28  Unlawful  activities. 

It  shall  be  unlawful  for  any  person — 

(a)  Required  to  be  registered  with  the 
Commission  in  accordance  with  this  Part 
expressly  or  impliedly  to  represent  that 
the  Commission,  by  declaring  effective 
the  registration  of  such  person  or  other¬ 
wise,  has  directly  or  indirectly  approved 
such  person,  or  any  commodity  option 
transaction  solicited  or  accepted  by  such 
person; 

(b)  In  or  in  connection  with  an  offer 
to  enter  into,  the  entry  into,  the  con¬ 
firmation  of  the  execution  of,  or  the 
maintenance  of  any  commodity  option 
transaction,  expressly  or  impliedly  to 
represent  that  compliance  with  the  pro¬ 
visions  of  this  Part  constitutes  a  guaran¬ 
tee  of  the  fulflllment  of  the  commodity 
option  transaction; 

(c)  Upon  receipt  of  an  order  for  a 
commodity  option  transaction,  unrea¬ 
sonably  to  fail  to  secure  prompt  execu¬ 
tion  of  such  order  ; 


(d)  To  manipulate  or  attempt  to  ma- 
nioulate  the  market  price  of  any  com¬ 
modity  option  on  or  subject  to  the  rules 
of  any  domestic  commodity  option  ex¬ 
change:  Provided,  however.  That  any  ac¬ 
tion  taken  by  any  dome.stic  commodity 
option  exchange  pursuant  to  a  rule  ap¬ 
proved  by  the  Commission  or  any  emer¬ 
gency  action  which  a  domestic  commod¬ 
ity  option  exchange  is  permitted  to  take 
pursuant  to  §  32.14  of  this  Part  shall  not 
be  deemed  to  be  a  manipulation  for  pur¬ 
poses  of  this  paragraph : 

(e)  To  offer  to  enter  into,  enter  into,  or 
confirm  the  execution  of,  any  commod¬ 
ity  option  transaction,  if  such  transac¬ 
tion  is,  is  of  the  character  of.  or  is  com¬ 
monly  known  to  the  trade  as,  a  “wash 
sale”,  “cross  trade”,  or  “accommodation 
trade”,  or  is  a  fictitious  sale. 

§  32.29  Fraud  in  connection  with  com¬ 
modity  option  transactions. 

It  shall  be  unlawful  for  any  person  di¬ 
rectly  or  indirectly: 

(a)  To  cheat  or  defraud  or  attempt  to 
cheat  or  defraud  any  other  person; 

(b)  To  make  or  cause  to  be  made  to 
any  other  person  any  false  report  or 
statement  thereof  or  cause  to  be  entered 
for  any  person  any  false  record  thereof: 

(c)  To  deceive  or  attempt  to  deceive 
any  other  person  by  any  means  whatso¬ 
ever: 

in  or  in  connection  with  an  offer  to  enter 
into,  the  entry  into,  or  the  confirmation 
of  the  execution  of,  any  commodity  op¬ 
tion  transaction. 

§  32.30  Option  transactions  entered  into 
prior  to  the  effective  date  of  this 
Part ;  certain  subsequent  transac¬ 
tions. 

Nothing  contained  in  this  Part  shall 
be  construed  to  affect  any  lawful  activi¬ 
ties  that  occurred  prior  to  the  effective 
date  of  this  Part.  All  option  transactions 
offered  or  entered  into  on  or  after  De¬ 
cember  9,  1976,  and  prior  to _ _ 

shall  be  subject  to  the  terms  and  condi¬ 
tions  of  this  Part  in  effect  on  and  after 
December  9, 1976,  and  prior  to _ 

Issued  in  Washingrton,  D.C.,  on  Octo¬ 
ber  7, 1977,  by  the  Commission. 

William  T.  Bagley, 
Chairman,  Commodity  Futures 
Trading  Commission. 
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